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Ottawa, Ontario, 

Thursday, 

October 3, 1963. 
---On commencing at 9:30 o'clock a.m, 

THE CHAIRMAN: Mr. Secretary, by our clock 
I think we have row reached 9:30, 

THE SECRETARY: Good morning Mr. Chairman, 
Commissioners, this is our first day of the hearings 
of the fall and winter session. We have a very large 
group of participants this morning who appear before 
you. I assume these are perhaps the most important 
people in the cooperative movement in Canada who we 
have here at this time, 

We have a number of briefs, Mr, Chairman, 
to enter into the record and after I enter them into 
the record Mr. Staples, who is President of the 
Cooperative Union of Canada, vould like to say a few 
words about his group and how he has organized it in 
order to carry on with your questioning. 

LI understand Mr. ‘Staples is going to act 
as quarterback, so to speak, of this large team, 

At this time, Mr. Chairman, I would like to 
enter into the record the following briefs: A brief 
from the Cooperative Union of Canada; Le Conseil 
Canadien de la Cooperation, which I will enter as 
Exhibit 198. 

=--EXHIBIT NO, 198: Joint Geo of the 

Cooperative Union of 
Canada and Le Conseil 
Canadien de la Cooperation, 


THE SECRETARY: This is a brief submitted 


jointly by the Cooperative Union of Canada and Le Conseil 
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Canadien de la Cooperation, 

The second brief which I will enter into the 
record is from the Canadian Cooperative Wheat Producers 
(Limited), on behalf of the Alberta Wheat Pool, the 
Manitoba Pool Elevators and the Saskatchewan Wheat Pool. 
This brief will be . Exhibit No. 199. 

---EXHIBIT NO, 199: Brief of the Canadian 


Cooperative Wheat 
Producers, 


THE SECRETARY: There is a supplementary 
brief by the Manitoba Pool Elevators which will be 
entered into the record as Exhibit 200, 

---EXHIBIT NO, 200: Supplementary brief 

entered by the Manitoba 
Pool Elevators, 

THE SECRETARY: This is followed by a brief 
by the Fraser Valley Milk Producers and will be Exhibit 
20L3 

---EXHIBIT NO, 201: Brief of Fraser Valley 

Milk Producers, 

THE “SECRETARY? “ALSO “a briet from the 
Federated Cooperatives Limited which will be Exhibit 202, 

---EXHIBIT NO, 202: Brief of Federated 

Cooperatives Limited. 

iti SECRETARY: There is then abrief from 
the Maritimes Cooperative Council submitted on behalf of 
the Section of the Cooperative Movement in the Maritime 
provinces of Canada. This will be Exhibit 203, 

---EXHIBIT NO, 203: Brief of Maritimes 

Cooperative Council. 
THE SECRETARY: There is a brief being 


Submitted by the United Maritime Fishermen Limited, This 
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is a supplementary brief to the main brief of the 
moperative union, Tt Will be Exhibit 2c, 
+-+EXHIBIT ‘NO, 204; ‘Brief “of United Maritime 


Fishermen 


THE SECRETARY: Tnen we have a brief from the 
Prince Rupert Fishermen's Cooperative which will be 
Exhibit’ 205; 

TA ee On BPLepici yprineccrupert 

Fishermen's Cooperative, 

THE SECRETARY <2 tivaPiyowe have a .beder 
submitted by the St. Francis Xavier University (the 
Exterston Department) of Antigonish, Nova Scotia, ‘This 
will be Exhibit 206, 

---FXHIBIT NO, 206: Brief of St. Francis 

Xavier University 

PRYOSHOREOCANY ¢°STRSSe Bre’ene-bprrers, Mrs 
Chairman, and Commissioners, which will be submitted 
in the next two days by the gentlemen sppearing before 
you, 

THE CHAIRMAN: Did you mention the Manitoba 
Pool Elevators? 

THE “SECREPARY yOMp-qlaoerey Chairnant® That-+is 
Exhibit 200, 

The CnAlnaMAN: Good morning Mr. staples, Mr. 
Blair and gentlemen, You“have* put’ defore vs ‘av very 
fascinating story: of the cooperatives, and indeed it is 
avery Canadian’ story and a story’ of Canada. Lt 
rerers'to coopératives''on the prairies, are che: west 
and in the Maritimes and what they have accomplished 
indeed’ the*tale of ~*~ Francis Xavier is a very 
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interesting one. Certainly it is not our job to pass 
upon the social aspects, I do not think, except in so 
far as they have a bearing upon taxation, I suppose 
one can never clearly say that social aspects do not 
bear upon taxation but I think we must essentially keep 
our minds on this particular aspect of our job. The 
Terms of Reference charge us with endeavouring to 
distribute the burden of taxation fairly upon citizens 
and we must of course look to that. There are many 
ways in which taxation can be placed upon Canadian 
citizens and we must have regard to all of those 
different ways. 

We must certainly examine the cooperative 
enterprise in the same way we examine other enterprises 
to see whether it in our opinion is being fairly 
charged, being charged too much or too little, It 
appeared to me that there were circumstances in this 
particular group of submissions in respect of which 
we will need the assistance of our counsel and legal 
advisor, Mr, Stewart, and I have asked Mr. Stewart to 
lead questions, This does not mean that questions will 
not be directed by the Commissioners themselves and I 
expect that they will be. I certainly intend to ask 
questions myself. 

Before asking you to introduce your delegation, 
Mr. Staples, we do have a list of the names of the 
gentlemen before us and I do not think we need to deal 
with this to any extent, but I would introduce you to 
the Commissioners. We are all up here and our names 


appear before us. 
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Before proceeding to questioning you will 
probably have some things you will wish to say to us, 
Mr. Staples and we will be very pleased to hear from 
you. You may stand or sit as you please, 

R.S. STAPLES, President of the 
Cooperative Union of Canada 
(Ottawa). 

MR, STAPLES: Maybe I will try to stand at 
least in the beginning, 

I appreciate very much, Mr. Chairman, the 
opportunity of appearing before you as the leader of 
this large delgation. My name is Ralph Staples and I 
am president of the Cooperative Union of Canada. 

It is not our intention at all to try to 
summarize even in the briefest form the many submissions 
we have made, but with your” concurrence, sir, I would 
like to say a word about the nature of our delegation. 

I should like to describe how we hope to 
proceed. This may be something of a hope and I would 
like to introduce the members of the delegation. 

Mr. Legere, on my right who is President of 
our Le Conseil Canadien de la Cooperation and he will 
introduce the members of the French speaking organization 
here, 

AS you suggest, sir, cooperatives have indeed 
been seized upon by the people all around the giobe and 
Canada is no exception to that, from Gries Fiord way up 
north to Leamington, St. Johns to perhaps the Queen 
Charlotte Islands in the Pacific. Groups of people 


have seized upon cooperatives here to solve the problem 
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of how best to satisfy their hopes. We have tried to 
organize this delegation in such a way that it 
demonstrates this very well. 

The cooperative movement is dispersed, it is 
permissive and it is democratic. There is no one 
person who could speak for it in its entirety so I am 
surrounded here by a group of people, sir, the best 
people we could find in the cooperative movement, and 
we are prepared to discuss this movement in all its 
aspects and in all its rich diversity, and we believe 
in this way we can present a more complete view. 

I should say, I think, and I Wtlieve this 
appears in our brief at one point, that in a movement 
like ours it would be very difficult to contend that 
we are unanimous in every last little point in all our 
hundreds of thousands of members across the country. 
This would not happen, of course, but we do represent 
a very large body of opinion. 

TheeCsUdCi;rmyrorganization;rand the C.sC.Cs, 
Mr. Legere's organization together represent our 
membership at all its levels and phases of community 
cooperatives in this country -- not all of them but 
almost all of them, We have gone through the long 
process, stretching over a year and more, of developing 
a policy for the preparation of what we have laid 
before you, and I do not intend to go into the details 
of that unless you wish me to. 

Some organizations in the cooperative movement; 
some of our cooperatives are going further into the 


subject of organization and the problems that you face, 
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sir, and your Commission. Then we aS a group, that is 
to say the Cooperative Union of Canada and the C.C.C., 
can confine ourselves largely to the questions that 
bear upon income taxation and other taxation on the 
cooperatives or members of the cooperatives. 

AS you suggest in your references, it may be 
a little difficult to draw that lines sometimes but that 
is our intention. The Cooperative Wheat Producers brief 
has sections in it dealing with subjects which I might 
describe as more general. I am not sure that is a fair 
description, but I understand it will be desirable from 
our standpoint if sections like that could be 
considered on another occasion, perhaps when the Canadian’ 
Federation of Agriculture appears before you some weeks 
from now, 

We will of course, proceed as you wish us to, 
but it has been our thought that the main questioning 
on t he various subject areas which might come before us 
should be directed through me as leader of the delegation. 
I might of something to say in reply to your questions 
and some of the experts here in our organization may 
have more to say, and we would like to refer some of 
your questions on occasions to some of those people 
who are at my back. We would like to see that all 
possible information is ilaid before and we will do our 
best to do this without repetition, You may have to 
help us in this regard at times, In some eae of 
course, we cannot foresee the direction things will 
take and more than one answer to a question may be 


required because the practice or experience in that 
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particular area may be different from one cooperative 
to another, However, I have in mind that we cooperative 
people are great speech makers and we will have to 
discipline ourselves, We intend to try to err on the 
Side of brevity;:andiI»will leave it to you, Mr. 
Commissioners and Mr, Stewart. to draw any additional 
information from us that you wish, so to speak. 

I cannot think of anything more I wanted to 
Say now. Perhaps I could pick up the list, which I 
think everyone has, and I would ask my friends in the 
delegation as I name them to stand and perhaps stay 
standing. Isiwllivnotiref er! tontherC. CeCe yy Lec Conseil 
Canadien de la Cooperation as Mr. Legere will do that. 

I have introduced myself. Behind me is A.F. 
Laidlaw, National Secretary of the Cooperative Union, 
D.G. Blairy degat counsel, H.F. Simon, financial 
advisor. From the Canadian Cooperative Wheat 
Producers we have Mr. Charles W. Gibbings, President 
of the Saskatchewan Wheat Pool, Mr. G.L. Harrold, 
President of the Alberta Wheat Pool, W.J. Parker, Presiden 
of the Manitoba Pool Elevators, W. McDonell, comptroller, 
Manitoba Pool Elevators, E.J. Medhurst, treasurer of the 
Saskatchewan Wheat Pool and R.H.D, Phillips, Research 
Director of the Saskatchewan Wheat Pool. 

For the Fraser Valley Milk Producers (Vancouver )|, 
we have Mr. J.C. Brannick, President and Mr. R.J. 
McMaster, legal counsel. 

For the Prince Rupert Fishermen's Cooperative 
(Prince Rupert) we have Mr. K.F. Harding, general 


manager and Mr. McMaster is also legal counsel for the 
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Prince Rupert Fishermen's Cooperative. 

For the Maritimes Cooperative Counsel, 
representing the cooperatives in the Maritimes we have 
Mr. W.H. McEwen, secretary from Moncton. 

For the United Maritime Fishermen (Halifax), 
the central organization representing many fishermen's 
cooperatives, we have Mv, J.H. MacKichan., 

For the St. Francis Xavier University 
(Antigonish, Nova Scotia) we have Mr. R.J. Chiasson, 
and for the Federated Cooperatives Limited (Saskatoon) 
we have Mr. L.L. Lloyd, President, Mr. H.L. Fowler, 
Board member and President of the Interprovincial 
Cooperatives) and Mr.D.E. Stewart, general manager. 

Thank you very much sir, 

THE COMMISSIONER: Thank you Mr. Staples. 

I might aay that I am very much impressed by the 
representation here from coast to coast and by the fact 
that you have all come to attend. 

I think you said Mr. Legere is going to 
introduce his associates. I regret that we have not 
been able at short notice to provide translation 
service but we have asked the translator on our staff, 
Mr. Audcent to attend, so that anyone who would like 
to address us in French may do so and we will have Mr. 
Audcent make the translation immediately. 

MR. M. LEGERE, President of Le Conseil 
Canadien de la Cooperation 

MR, LEGERE: Monsieur le président, Madame et 

Messieurs les Commissaires, 
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Nous, du Conseil Canadien de la Cooperation 
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1]| qui representons les cooperateurs de langue francaise 
2] du Canada, sommes particullerement heureux de nous joindre 
3 b nos confreres de langue anglaise pour dialoguer avec 
4| les membres de votre Commission sur les probieémes 
5] complexes de la taxation. 
6 Notre organisation desire apporter son humble 
7 contribution A 1'étude qui vous poursuivez en ce moment 
8] et que vous poursuivez en ce moment et qui,selon 
9] notre humble avis,revet unervimportance extraordinaire. 
10 C'est pourquoi, avec nos confreres de la 
11] Cooperative Union of Canada, nous desirons vous faire 
12 connditre le fruit de nos rechercheset de nos 
13'| observationssur des problémes dont nous sommes des 
14) pilus familiers. 
15 Nous croyons sincérement que depuis ie 
16] dernier quart de siecle que le mouvement cooperatif a 
17|| apporte une. contribution assez importante au 
18|| developpement de notre pays pour que 1'on se penche sur le 
probleme de la taxation en autant que notre movement 
est concaniian 
Alors, notre but en soumettant ces memoires 
qui representent la véritable pensée du coopérateur 
canadien est tout simplement pour rappeler que notre 
mouvement a des distinctions fondamentailes quaint 2 sa 
fin propre qui est toujours bascée sur le motif de 
l'entr ‘aide et du service et non de profit y econ un ee: 
Nous croyons sincerement que pour porter un 
judgement Equitable sur le mouvement epiieebitel qupd 1 
faut constamment tenir compte de ces facteurs 
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Dans le climat actuel, nous desirons 
ezgalement signalerg le magnifique esprit de fraternite qui 
anime les cooperateurs canadiens et qui fait de nos 
institutions de puissants facteurs rites teh Gael ohne: 

D'ailleurs, nous savons tres bien que tous 
les membres de votre Commission sont déja assez 
familiers avec notre mouvement pour y porter un 
judgement dered eit des faits réels decoulant de la nature 
particuliere de notre mouvement. 

En terminant ces quelques remarques, je desire 
vous exprimer, Madame et Messburs, notre vive 
reconnaissance pour la bienveillance que vous avez 
manifestee a notre egard et vous dire toute notre 
admiration pour la contribution que vous apporterez, 
sans deute ua notre pays en vous penchant sur un probleme 
aussi vitale pour notre nation que celui de la taxation, 

Permittez-moi maintenant de vous presenter les 


membresde notre delegation: 


MM. Francois Jobin Avocat-conseil 
Paul Emile Charron President du CCQ 
Louis-Joseph Marcotte Secretaire de CCQ 
Raymond Houde Aviseur, C.A. 
Romeo Martin Féederée de Quebec 
Louis-Philippe Paulin Féderce de Quebec. 


(See appendix for translation of above). 


MR, LEGERE: If you wish, Mr. Chairman, I 
could give you a short review of what I have to say. 


THE CHAIRMAN: No, you carry straight on. We 
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can follow you when you speak slowly and you are speaking 
very clearly. I think we can all follow you. 

MR, LEGERE: Thank you, sir, 

THE CHAIRMAN: We would like to get your 
remarks into the record, I do not think the reporters 
were able to take down your words as you went along 
So perhaps we can have your notes and we can put them 
in the record. 

Mr, Staples, you have to some extent caught 
us unawares by your numbers and if this room is 
adequate it is only just adequate. T regret that we 
did not anticipate the numbers of attending delegates 
more accurately than we did. We sit in here quite 
closely but perhaps we will be all right if we do not 
receive a further invasion, This is the first sellout 
that we have had so far. 

Now in proceeding with these hearings, Mr. 
Staples, do we need to arrange a system of references? 
Have you and Mr. Blair worked out anything so that we 
will be able to follow through from one submission to 
the other or is it going to be fairly easy to do this? 

MR, STEWART: Mr. Chairman, I do not think 
it will be very difficult. Mr. Blair and I have not 
really discussed this up until now but one point of 
terminology which I would think would be acceptable 
to him would be if we refer to this brief of the C.U.C. 
and the C.C.C. which is Exhibit 198 as the joint brief 
as it is a joint brief of the two associations. Apart 
from that I think the briefs can probably be referred to 
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abbreviation of that particular name. 

THE CHAIRMAN: I think that would be quite 
alluright., 

Mr, Stewart, I think you may proceed. 

MR, STEWART: Thank you, Mr. Chairman. 

THE CHAIRMAN: Mr. Staples, are you ready? 

MR. STAPLES: «Yes, Mr. Chairman. 

MR, STEWART: Mr. Chairman, gentlemen, my 
first line of questioning is going to be directed towards 
certain aspects of the organization of the cooperative 
movement in Canada and the manner in which the 
cooperatives carry on their associations. I would like 
to start first with the general structure of a 
cooperative. One or two of my initial questions may 
have something of a legal flavour and it may be that Mr. 
Blair will be the appropriate person to deal with them, 
or perhaps Mr. Jobin. 

Now, I take it that the activity of cooperative 
in Canada is carried on essentially by corporations? 

MR. BLAIR). Thatyis. correct:, 

MR, STEWART: And these corporations have the 
normal characteristics of Canadian corporations, and I 
have in mind in particular one or two things. First of 
all, I take it, Mr. Blair, that these corporations have 
separate legal personality? 

MR. BLAIR: That is correct. 

MR, JOBIN: That is right. 

MR, STEWART: They are legal personalities 
which are distinct --- 


MR, McMASTER: Mr. Chairman, I wonder if I may 
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raise a question? I do not want to disagree with my 
friend Mr. Blair, but there are lines of associations 
that deal with cooperative pipe organizations, while the 
instrumentality of the organization is the means by 
which the members express mutual objectives. There is 
the distinction that you can look behind the corporations 
in dealing with mutual cooperative organizations in a 
manner which .is not generally regarded as being 
applicable to corporations generally, This is a 
distinction that seems to me as fundamental if we look 
at these things from a legal point of view in any event. 
There is a great awareness of the members of the 
corporation rather than the corporate entity and the 
right to look behind the corporate entity. 

MR, STEWART: I appreciate that additional 
information, I think that is one of the points about 
corporations that we will perhaps come to later on when 
we consider such questions as patronage dividends, 

THE CHAIRMAN: You are Mr. McMaster, I think? 

MR. McMASTER: Yes. Thank you. 

MR, STEWART: However, I take it that the 
members of these cooperatives have one kind of benefit 
of membership in corporations, namely that they have 
limited liability, by which I mean in particular that 
they are not personally responsible for the contracts 
of the cooperatives and that they have no personal 
liability for the wages of employess of the cooperatives. 
Would you care to comment on that, Mr. Blair? 

MR, BLAIR: That is true, 


MR. STEWART: Well, then, when we come to the 
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capital structure of the cooperatives, I appreciate 
that there is probably considerable diversity. Some 
of these corporations may and some may not have share 
capital, is that so? 

M+ BLAERSE¢ That 18+eerreen: 

MR, STEWART: But they all have members whether 
or not the members actually own what may be called 
Shares in the corporation? 

MR. BLAIR: That is correct. 

MR, STEWART: And the owners of the cooperative 
are the members whether or not they are actually share- 
holders? 

Mr’, BYATR: “°Pnat9 ts’ correst? 

MR, STEWART: Now, I would like to refer to 
the number of features. which, as I understand it, 
distinguishes BGe pera teres from other corporations, and 
you gentlemen will appreciate that my knowledge of the 
cooperative movement is very limited and to the extent 
that my understanding is incorrect I hope you will put 
me on the right track, 

One point that I understand is that membership 
in cooperative corporations is regarded as open in the 
sense, at any rate, that anyone who wishes to become a 
patron or a member will be permitted to become a member 
on the payment of what is normally a nominal fee. 

Would you comment on that? 

MR. STAPLES: This would be the general rule 
of principle, Mr. Stewart. In some cases the organizatio 
by its very nature, the nature of the services offered 


does in effect limit membership, though not through 
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1} policy. You understand that there is no point in someone 
2) joining a certain cooperative if that cooperative 

3] cannot serve him, so in this sense membership is open. 

oy MR. STEWART: Well, one example of that I take 
5| it would be if you had a service cooperative in Red Deer, 
6| Alberta, it is unlikely that someone in Halifax would 

7|| want to be a member? 

8 MR. STAPLES: Yes, I think it would be quite 

9]| unlikely. 

10 MR. McMASTER: May I suggest, Mr. Chairman, 

11| that there are certain qualifications to that general 

12] statement which must realistically be regarded. One is 
13] that in order for a cooperative to provide service to 

14] its members it must employ a certain amount of equipment 
15 and plant and so on, Now, that provides a limiting 

16|| factor unless you are going to expand and provide more 
17|| plant and equipment. In other words, there may be a 

18) limiting factor from a practical point of view. You 

19|| cannot serve one thousand people with a plant that is 

20] equipped to serve one hundred people. 

21 One other thing was that Mr. Stewart 

22] indicated that you became a member on payment of a 


23|| nominal fee. I think this statement ought to be 


24 clarified by saying that it is upon the assumption of a 
25|| contractual relationship with other people to assume 

26|| responsibilities for providing the plant and equipment, 
27|| This will vary according to the kind of enterprise in 

28|| which the cooperative is operating. If it is an 

29|| enterprise that does not require much plant and equipment 


30|| it may well be a nominal amount. If on the other hand 
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if it is anenterprise which to provide it, it requires 
a Substantial investment, it may be a nominal amount 
initially but ultimately the member is exvected to 
assume more contribution to it ‘contractually in relation 
to the use which he is going to make of that service, 
MR, STEWART: Do’ Iogather from what Mr, 
McMaster has said that in so me cooperatives a person 
vino becomes a member commits simseneonot only to making 


an initial contribution which might be in the sum of 


say $1.00, but he legally commits himself to contributing 


or investing an additional amount over a period of 
time? 

MR, “STAPLES? ©" TALS © could’ be; but the extent 
of his committment would be known to him, of course, 

MR, STEWART: What committement is to make 
this additional investment in the cooperative which the 


cooperative will then utilize for its own purposes? 


MR, McMASTER: For the purposes of its members, 


MN. STEWART S® “Yes: 

Pies oer eee. =e. 

THE CHATRMAN: Mr. Stewart, are you clear on 
this committment now? T°am not, 

MRS STEWART? -°E would dike -to° pursue this’ just 
POELGU tel Mee Chattrman | How extensive in the movenent 
is ‘ar arrangement of “this character? -What type of 
cooperative, is this arrangement found in and how 
frequently is it found? 

MR, STAPLES: Would you tike us to draw on 
the rs TVS pehind me for one Specific example of 


a large cooperative which would be heipful, I think? 
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MR, STEWART: Yes. 

MR, STAPLES: I think if Mr. Brannick, President 
of the Fraser Valley Milk Producers would describe briefly 
how they finance their operation in terms of member 
commitment it might be helpful. 

MR, J.C, BRANNICK, President of the Fraser 
Valley Milk Producers. 

MR. BRANNICK: Mr. Chairman, we are a 
producer cooperative. We take in all members at a 
nominal fee of $10.00 for a nominal share, The idea 
is that the producing members should own the organization 
over a period of years. In their contract, which is 
Signed, they commit themselves to a revolving fund 
set from year to year at a percentage of their gross 
income, This is financed in the form of a revolving 
fund which in due time they will get back, Does that 
make sense? 

MR, STEWART: Yes, I understand that. Thank 
you very much, May I ask in respect of the Fraser Valle 
Milk Producers if this is what termed as an agency 
coop? 

MR, BRANNICK: No. We take all our milk on 
consignment and we process it and sell it directly to 
the trade, as near as we can, collect the moment, 
deduct the cost and give the balance back to the 
producer. 

MR, STAPLES: I think the term agency coop, Mr. 
Stewart, is one we use rather loosely and I think the 
answer to your question in the sense you meant it is 


in the affirmitive. This is an agency coop. It is an 
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agency coop that takes the members product, processes it, 
sells it for him and gives him the money for the end 
product less the cost of the operation, 

MR. STEWART: Well, now, are these contractual 
arrangements of the sort that have been described, and 
would these be agency coops, or does it go beyond that? 

MR. STAPLES: Well, when you say this kind of 
agreement .I am not sure how satisfied you are. I think 
I should refer that question to Mr. Blair, 

MR, STEWART: May I just qualify my question 
because this may be in some way my misunderstanding 
the movement. I quite appreciate that there are 
cooperatives which start off and when they take in a 
new member, the investment of the new member over a 
period of years will increase, By the same token, during 
that period there will be one or more other members 
who in effect retire their investment, What I am 
interested in is the extent to which the new member 
when he comes in legally commits himself to putting up 
any particular sum of money or any proportion of the 
income, or payments that he will be deriving from the 
cooperative, to provide it with capital, 

MR, BLAIR: Mr. Stewart, I think the answer 
to your question would lmve to take the following form. 
There is no common pattern, but I think what Mr. 
McMaster was trying to say was that the relationship 
between the member of the cooperative is not essentially 
that of an Luyeater-buyine a share or taking out 
membership. What he was trying to suggest and what I 


believe is fundamental is that this is an agreement 
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between a large number of people to accomplish a certain 
job that they wish done, Now, you ask what is the 

form that the agreement take and the form of the 
agreement to which the member subscribes when he joins 

a cooperative. This will depend upon the nature of the 
cooperative. It will depend upon the province where 
that cooperative is carried on because these cooperatives 
have different traditions in different provinces. 

There is the common provision in all the cooperative 
legislation to the effect that the by-laws of the 
cooperative, once properly enacted and approved by the 
appropriate provincial authority have the effect of 
constituting a contract between the member of the 
cooperative and the cooperative. 

MR} STEWART! Yes; I° appreciate that. Well, 
then, aré you purty saying more than this, that under 
the constitution of a particular cooperative which, I 
suppose, is a combination of the applicable provincial 
statutes and the by-laws of the cooperative the 
corporation is established to provide that some 
proportion of patronage dividends can be withheld from 
a member for a particular period? 

MR. BLAIR: “That is"correct, 

MR. STEWART: So that when Mr, McMaster is 
talking about a contractual arrangement or commitment, 
is he talking about more than that type of thing, and 
when I say “that type of thing" I mean the mechanics 
within the constitution of the cooperative for with- 
Hore ne something that might otherwise be distributed? 


MR. BLAIR: I do not want to speak a8 a 
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lawyer here too much because these gentlemen here know 
so much more than I possibly do about the operation of 
cooperatives,.but perhaps if I express. this .it could 

be commented upon, You speak about withholding 
patronage refunds which is simply the end product of 
this total contractual relationship between the members 
and the cooperative. This,is ene,aspect of it,s,but 
the basic relationship, whether you call it a contract, 
an arrangement or an agreement, or whatever, is that 
these people have got together to provide some type 

of service for themselves as a matter of convenience 
which is recognized by provincial law, enabling them 

to make this contractual arrangement, in some cases, in 
the form of by-laws. 

MR, STEWART: Yes, but just to try to pin this 
down a little further, Mr. Blair and admitting that at 
the moment I am being legal and technical, and I 
appreciate,.that in. practice these legalities. and 
technicalties may be blurred to some extent, being 
legal..and.technical,.if.I apilied.for membership and 
I am a resident in the Fraser valley producing milk, or 
if I want to become a milk producer and I apply for 
membership in the Fraser Valley Milk Producers 
Association, granted if I am wise I will look at the 
by-laws before I undertake to become a member, but 
apart from the by-laws, and the fact that I am asked 
to pay up my $10.00, do I find any piece of paper or 
enter into any other type of contract apart from that 
which may be.evidenced by the by-laws which commits me 
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MR, BRANNICK: Mr. Chairman, according to 
our contract you pay your percentage of your gross. 

This changes from time to time, and for that percentage 
of the gross you receive an interest certainly for that 
which is redeemable in a number of years or in our 
revolving fund in the future. That money is returned 

to you in due time, Thecidea of that is that the 
producing members are the owners, as near as possible, of 
their own show, 

MR. STAPLES: Mr. Stewart, I think that is 
really the principle that is involved here. On this 
large question which you have raised I should like to 
ask one or two of the people behind me to comment 
further on actually how it is done. 

The principle is that the cooperative desires 
and succeeds in most cases to have its equity financing 
provided by the members who are currently using it. 

This involves one problem because membership shifts. 
Members go away, they die, they retire and they 
disappear in many ways as members, Some way has to be 
found to shift the financing burden from one group to 
another over the generations, This requires a kind of 
agreement to which you have referred, This is one 

of the ways it expresses itself. 

I should like to ask first of all Mr. Gibbings, 
president of the Saskatchewan Wheat Pool, to comment 
on this question of a member's committment which we 
are discussing. 


MR. CHARLES W. GIBBINGS, President of the 
Saskatchewan Wheat Poo 
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1 MR, GIBBINGS: Perhaps, Mr. Chairman, in order 
2 to adequately do that I will have to refer to the origin 
3] of the organization and the type of legal contract that 
4) was entered into at that time, During the period which 
5] we call the contract pooling period; at that particular 


6] point the shareholder finds a contract in which he 


7| authorizes the company to deduct from the sale of his 
8] product an amount of two cents per bushel which it 

9| uses for the purpose of acquiring facilities, In 

10 addition to that the contract indicates that the company 
11] will deduct one per cent of the gross sales value of 
12] his product called a commercial reserve and use it for 
13 working capital of the organization. This situation 
14 pertained to the end of the contract pooling period, 
15} 1929-30, During that period there was raised a sum 
16|| in the order of $18,750 ,000,00 which was credited to 
17|| the individual members in the operation and which he 
18] had paid in. In other words it was related to the 
19] volume of grain that he delivered during that period, 
20) No further capital was raised until subsequent to the 
21|| SScond World Yar at which time another form of 

22]| acquisition of capital was utilized. I should say 

23| that in so far as share capital is concerned one 

04 individual member owns one share and one share only. 
25|| This is valued at $1.00. The balance of his equity 

26|| in the organization is in the form of contributed capital 
27 und is set up as a credit for the individual member. 
28 \S LI say, additional capital was required as a result 
29 of retaining the portion of the patronage dividends 


30} in the form of a loan. This was agreed to by right of 
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1] the shareholder at the time of our annual meeting, 

2|| These funds are kept in the hands of the active members 
3] through a system of revolving deductions. ie have 

4/ established certain categories, namely four, The first 
5|| one being in the event that a member dies his equity is 
6| paid out to the estate. If he becomes seventy years of 
7] age or over, or sixty-five if he is a Datren; ne eas 

8] elicible to get his equity out in cash. If he becomes 
9] totally disabled he gets his equity out in egany*ore Ff 
10/ he ceases to be a farmer; in other words, no longer has 
11| a need for the facilities, he gets his equity out. 

12| The money to provide this is voted at the annual meeting, 
13 snd these members are paid out in cash the amount which 
14/ is credited to the active member on the basis of their 
15] activities during that vear. 

16 MR, STEWART: I think that makes it pretty 

17] cicar., Perhaps I could state my understanding so that 
18] you can correct me if I am wrong, There are really two 
19|| types of arrangement involved here; two basic types. 

20] One is that a member may in a particular case commit 

21) himself in effect to advancing monies over and above 

22] his membership fee, those moneys being related to the 
23 proceeds of the sale of his products. That is one 


24 | type of arrangement which applies apparently in the 


25] Fraser Valley and no doubt elsewhere. The other type 
26| of arrangement is that which is, I suppose, more recent 
27|| in origin in-Canada at any rate, or has become more 

28| popular in Canada, and that is when you are dealing 

29| with patronage refunds you add to your capital or to 


30 your working capital by paying only part of the 
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patronage refund in cash and by deferring payment of the 
balance by virtue of the membership acauiesing in the 
deferment of’ part of that’ payment. 

MR. STAPLES: “In respect of inceme taxes it is 
paid in both cases, and the view would be that he 
recognizes the fact that portion sits there, 

Mr. Stewart, this discussion from our standpoint 
is a little too much on the purchasing end and I would 
like to ask Mr. Fowler, representing the purchasing end 
of the cooperatives, to say aword or two about this 
question, 

MR, STEWART: I would be delighted to hear from 
Mr, Fowler, of course, but are there two types of payment 
such as I have just mentioned? Mr. Blair is shaking 
his head, 

MR, BLAIR: I think the only point on which I 
tend to disagree with your summary is the deductibility 
of patronage refunds for the purpose of providing 
capital for the cooperative, which is not‘:a thing of 
recent origin: This ha's been going: on,;+as* TI 
understand it, from the very beginning because this is 
a traditional method by which the cooperatives have 
Collected capital. 

MR, STEWART: I see, so both methods have been 
going ‘on for some time? 

MY? DUA Lee 

MR. STEWART: But the two basic methods that 
we have heard about so far, subject to the qualification 
that you just made, are as I have described them? 


MR. BLAIR: The initial investment and 
deductibility, that 1s correct. 
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1 MR, JOBIN: May I add that in some cases like 

g| in Quebec, the deductibility will not come from a 

3] patronage dividend, but is based on the value of the fish 
4] market. For instance, if you have a small local 

§| cooperative, the subscription of shares should be 

6| $9500.00, so they will make an agreement with the member 


7| whereby they will deduct five per cent of the fish 


g| market. to cooperatives to fulfill the contractual 

g| Subscription of the shares, 

10 MR, STEWART: When he starts off he commits 

11) Himself to a particular amount? 

12 MR, JOBIN: Definitely. 

13 MR, LAIDLAW: There is an underlying: principle 
14] of financing cooperatives that I think should be brought 
15] out at this point, and that is referred to by some 

16|| writers as the principle of proportionality. Now, 

17| everybody is familiar with the democratic principle of 
18|| One member with one vote in the cooperative, but all 

19|| members are equal in setting up policy and in the control, 
20|| but we have to devise some other principle when it comes 
21|| to financing, and in Europe and throughout many 
countries they use this term of "proportionality", which 
means that the members should contribute to the 
financing of cooperatives in proportion to his use of the 
services, and this principle is followed through in 

many of the Canadian cooperatives, as described by Mr. 
Gibbings, for example, by deducting so much per bushel 
you automatically arrive at the situation that the 
member that uses the cooperative most contributes the 


most capital, and so in the Fraser Valley the producer 
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1] with ten cows-will put up only one-half as much as the 

2|| producer with. twenty cows, and so on, and the principle 
3] of proportionality comes into play again in the 

4! distribution of the surplus, 

5 So, we have these two underlying principles at 
6] work all the time; equality of persons and the control 


7] of the cooperative, but proportionality when it comes 


8] to financing, 

9 MR, STEWART: Thank you, Dr. Laidlaw., I think 
10] at one point it was suggested that Mr. Fowler might 

11| have something to add. to this, 

12 MR. FOWLER: As has been indicated, Mr. Chairman, 
13|| the one common is that in a man becoming a member of 

14] a cooperative, he signs an application and he has to 

15|| comply with the by-laws. The by-laws vary from 

16|| cooperative to cooperative, but. the general pattern you 
17] Will-findyin<all,-oef,them,is  that,he agrees, after 

18|| having paid the initial amount on his first charge, 

19] and that he will assign his patronage refund in some 

20|| proportion to be applied on shares, 

21 Now, I have here an application which I will 
22|| file, if iteis required, and I will give you.some of the 


23|| words, It- says: 


14 "The applicant hereby applies 

Zo for a mumber of shares in the capital 
26 stock of your company, from which 

2h payment can be made from the amount 
28 of patronage refunds available to 

29 the applicant arising out of the 


30 business of the company for the 
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1 fiscal year," 

2 In other words, if he complies with the by-laws 
3| he applies for shares in the amount of the patronage. 

4| This is the pattern that is found in quite a number of 

S| the retail cooperatives, particularly in the west and 

6] probably you will find it generally elsewhere. 


7 MR, STEWART: That, in effect, Mr. Fowler, 


8] permits the cooperative to transfer or appropriate, if 
9| it chooses to, the whole of his patronage refund to the 
10] share capital account, or however you describe the 
11] particular account, is that correct? 
12 MR, FOWLER: Well, you see, it makes the 
13| transfer; that is hardly describing it, it is simply 
14] that he has applied for shares and has agreed to pay 
15]| for those shares from his patronage refund. 
16 MR, STEWART: Lf; insasparticular year: the 
17| cooperative determimd that it would distribute 25 per 
18] cent of the patronage refund in cash, and that it would 
19] tike to retain the balance, what in effect happens is 
20| that it accepts that subscription or offer in respect 
21] of 75 per cent. 
22 MR, FOWLER: Yes, that is exactly right. 
23 MR, STAPLES: Mr. Stewart, the cooperative 
only comes to that decision on the basis of a decision 
of the members at the annual meeting. 

MR, STEWART: I appreciate that. 

MR. STAPLES: And the surplus is, as it were, 
presented to the members for distribution and they 
decide how much is left in and how much is’ taken out. 


MR, STEWART: Yes. This anticipates a question 
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I was going to ask later, but is this always done by 
the members, or in some cases can that decision be made 
by the Board of Directors? 

MR. BLAIR: Well, Mr. Chairman, I think that 
the traditional cooperative pattern is that it is 
always done by the members, In some provinces, 
notably Saskatchewan, from where I come, it is spelled 
out in thenlegislation that this decision can only be 
made by the members, and I believe that this is the 
case in practically ail provinces with the exception of 
Ontario, where the cooperative legislation is part of 
the Corporations Act. If I am not mistaken, here the 
initial decision is made by the directors, but it is 
traditionally referred to the shareholder members. 

MR, STAPLES: In my experience, Mr, Stewart, 
though, even gnetennse some cases the directors might 
have the authority to make this decision, I have never 
known it to be made by the directors without being 
referred to the members at an annual meeting, in 
practice, for consideration and approval. I wonder if 
the Province of Quebec has anything to say? 

MR, JOBIN: We would like to say that with 
one exception the Quebec Federated Cooperative, the new 
Act we have, for instance, the new cooperative Act we 
just added last year, Section 83, we say: 

"at the annual meeting the 

members of the Association, after 

considering the recommendation of 

the Board of Directors, and in 


accordance with the operation of 
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the statement of the last fiscal 

year, shall allocate..." etc, 
This is the power of the Act. 

THE CHAIRMAN: One moment before you move on, 
Mr. Fowler replied to your question that the effect on 
the individual member was by virtue of the by-laws or 
the contract, that it should be resolved by the members 
at large’and it was permitted to, in fact, accept stock 
for the entire amount of the dividend; that is acceptable. 
Was it, in fact, the entire amount if such was 
resolved? 

MR, FOWLER: The entire amount is applied on 
Shares, and -in-most cases figures were: given in our 
brief ona percentage basis that‘ it is paid out to him. 

To illustrate the point, in the case of my 
patronage refund last year, it was $130.00 some, and on 
the revolving principle I made a little money, I got 
$140.00 cash, All my savings -- that is what we call 
them-- were retained and applied on share capital from 
my pool or equity, and I got more this year than I 
put out'; “LT will- get more as I go -aiong. 

MR. STEWART: Perhaps we could mark as an 
exhibit this form of application for shares and 
authorization re patronage refunds which Mr, Fowler 
has handed me, and which is a Federated Cooperative 
Form, 

THE SECRETARY: This will be Exhibit 207. 

---EXHIBIT NO, 207: Form of application 

ee ey are for shares and authorizatijon 
re partronage refunds - 


Federated Cooperative 
form, 
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MR, STEWART: Well now, gentlemen, I am going 
to come back'a little later to this whole question of 
the financing with cooperatives, but perhaps for the 
moment we could move on to certain other features which, 
as I wderstand it, distinguish cooperatives from other 
corporations, 

The next one I had in mind has already been 
mentioned in passing, I think it was by Dr. Laidlaw, 
and it is my understanding that in cooperative 
associations or corporations, the principle of one vote 
per member applies? 

MR, STAPLES: Yes. 

MR, STEWART: In other words, in an ordinary 
corporation if you have one hundred common shares, the 
chances are you have one hundred votes, Ti in: one 
of your corporations a person has more than one share, 
as I think you can in the United Grain Growers, for 
example, he still has only one vote per member? 

MR, STAPLES: That is correct. 

MR, STEWART: Is it also the case that where 
a person has an investment in a cooperative, the rate 
of return that he is permitted to make on that 
investment is a limited rate of return? 

MR, STAPLES: This certainly is the case in 
most provinces; they are limited by statute. 

MR, STEWART: When you say "in those provinces", 
are there exceptions? 

MR, STAPLES: Mr. Blair says he doesn't think 
there are exceptions, We could get that. Perhaps some 


people in the room know of exceptions. Are there any? 
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MR, FOWLER: I think those incorporating letter 
patent from the Secretary states that there are none. 
There are a few by letters patent. 

MR» STEWART: Well then, even in those cases 
would it be normal to limit, in fact, the rate of return 
which is paid on investment? 

MR, FOWLER: May I answer that? I am President 
of one of those. cooperatives, and we are not paying 
anything, by decision of our members, 

MR, STEWART: And “if a’ return is paid “onthe 
amount invested, granted the rate of return is limited, 
but is there any prevailing rate at the moment? Mr. 
Fowler has just said that in some cases there is no 
return at al, but if there is one, what do you mean 
by "limited rate of return"? 

MR, STABLES: Well, the principle that most of 
the cooperatives have in mind is that it should be just 
compensation for the use of the money and that some 
sort of a reasonable interest rate, This is not 
regarded as a distribution of the year's results at all 
ind a large number, as you suggest, a large mmber of 
the cooperatives, a growing number, pay no interest on 
the share capital invested. 

MR, STEWART: But would five per cent be a 
maximum or eight? 

MR, STAPLES: Well, this would take a bit of 
a search, but that would be perhaps fairly typical. 

It varies pretty widely. 
MR, STEWART: Do you know of any case in which 


more than five per cent was paid? 
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MR; JOBIN:»:Yes,fin Quebec under the new Act. 
The section says, "not to exceed 7 per cent”. 

MR. STEWART: I see. Do you know of any cases 
-- it faeces been stated that 7 per cent may be paid 

in at least one’ jurisdiction on preferred shares, but 
taking other shares, do you know of any case where as 
much as 6 per cent is, in fact, paid? 

MR, STAPLES: I don't know, Does anybody in 
the room know where there is more than © per cent paid? 

MR, LAIDLAW: What about the loan certificates? 

MR, MacKICHAN: That is not the shares, I 
know of no provincial legislation that would permit 
more than 6 per cent, and most of the organizations 
have less, 

MR, STEWART: Thank you. 

MR, MeMASTER: Apparently British, Columbia 
required up to 6 per cent but, in fact, most cooperatives 
do not pay interest in British Columbia on shares, and 
if they do -- there are a few that might pay as high 
as four, but I don't think there would be any higher, 

MR. FOWLER: In Saskatchewan they are 
beginning to round it up to five; most of them do not 
pay that, 

MR, STEWART: Thank you. Now then, I take 
it that under some, if not all of the statutes, 
cooperatives are required to set aside a proportion of 
their earnings or a particular sum as reserves for 
specified purposes? 

MR, STAPLES: That is correct. 


MR. STEWART: But when we get to the residual 
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earnings of a cooperative for a particular year, do I 
understand that the rule is that those residual earnings 
are to be distributed among the members on the basis of 
current patronage? 

MR. STAPLES: Yes, that would be right. 

MR, STEWART: So that would it be fair to say 
that the ultimate beneficiaries of the operations of a 
cooperative for a particular year are the patrons for 
that year in accordance with their patronage, whereas 
in the case of an ordinary corporation the beneficiaries 
are the shareholders in accordance with their share- 
holdings? 

MRY°STAPLES: That seems correct to me, sir, 

MR. STEWART: I see that. Mr. Blair is nodding 
his head, too, 

MR, BLAIR: Up and down, Mr. Stewart! 

MR, STAPLES: That means it must be correct, 

MR, STEWART: Well now, then, in your 
cooperatives I take it that you have annual meetings 
of members for the election of directors? 

MRyOSTAPLES: That’ is*correct. 

MR, STEWART: And it has already been suggested 
that in the majority of cases, at any rate, at those 
members! meetings the members also deal with the question 
of the extent to which patronage refunds will be 
distributed in cash, and the extent to which they will 
not? 

MR, STAPLES: This is correct, This is often 
one of the most interesting questions at the meeting. 


MR, STEWART: Normally, I suppose, the Board 
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of Directors would come forward with a recommendation on 
that point? 

MR, STAPLES: This would be common practice, 
yes. 

MR, STEWART: Well then, when the directors are 
elected, they proceed to elect the officers of the 
cooperative? 

MR, STAPLES: That is correct -- I am sorry -- 
the practice would vary a little, Mr. Stewart, but I 
should think in 90 per cent of the cases you have stated 
it correctly, that is, the annual meeting elects the 
directors; it is usually for a term of years, now, and 
they may elect three directors for a three year tern, 
or something like this. Then, typically those directors, 
they might number, say, nine, and they will meet after 
the annual meeting and elect the president and the vice- 
president. This would be typical. There may be the 
odd organization that varies some from this, but this 
is the geneval rule certainly. 

MR, STEWART: Well then, the cases that follow 
a different pattern, does the annual meeting sometimes 
elect officers direct? 

MR, STAPLES: This has been the case in the 
past more than it is now. I can't think of one that I 
know personally that does it this way. Does anyone in 
the room know of a coop that elects their president 
before the annual meeting? Apparently it has changed 
considerably. 

MR, STEWART: Yes, Normally, I take it, the 


directors, then, do elect the officers and I take it 
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that the directors are the persons who are primarily 
responsible for the management of the affairs of the 
cooperative? 

MR. STAPLES: We wouldn't put it that way, Mr. 
Stewart, although I think you are correct in the way 
you are using it. We try to make a sharp distinction 
between the policy decisions which would be the 
responsibility of the Board and the operating decisions 
which now in Canada, at least, would be the 
responsibility of the general manager. The typical 
cooperative now in Canada -- and this varies some -- 
there is only one person responsible to the Board, the 
general manager, and the Board holds him responsible 
for operating their business, subject to the policies 
that they establish, and the establishment of policy 
varies quite widely. 

In some cooperatives the Board will consider 
items of business which other Boards might consider 
were just details. It varies considerably, but the 
principle that I mentioned is followed wisely. 

MR, STEWART: Well then, in addition to the 
directors, the general manager, the cooperative will 
have employees who are employed by the cooperative 
itself. They are servants of the cooperative? 

MR, STAPLES: Oh: yes: 

MR, STEWART: Well now, then, coming back to 
this question of the manner in which capital is obtained 
we have already, I think, had three methods mentioned, 
The first is the initial membership subscription; the 


second is the method under which a member may commit 
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himself over a period to put up additional funds which 
Will be related to the amounts he would ordinarily 
receive from.the cooperative, and the third method is 
through deferment of payment of all or part of the 
patronage refund? 

MR, STAPLES: There would be some variations 
in this, but in the main I think you have stated it 
correctly -- fairly completely. 

MR, STEWART: Those are the three methods. 

MR, D.E, STEWART: Mr. Chairman, there are 
other methods, 

MR, STEWART: I am coming to that; I just 
wanted to identify those three to begin with. I take 
LOCTOMWE-Yerer “So°[UHe JOLAv. brter ! Appendtx “Bs “en 
paragraph B5 and following through to paragraph B8, 
an attempt has Basmonas to summarize the normal 
methods of acquiring capital, and I notice in paragraph 
B5 that it is stated that a person becomes a member or 
a shareholder on paying what is usually a nominal amount 
as a membership fee or as a payment ona share, 

Then in paragraph B6 it is stated that if 
there is any further cash contribution by the member, 
traditionally it will be on a borrower-lender basis. 
Now, this type of financing which is referred to in 
paragraph Bo, would cover the Fraser Valley type of 
contribution, if I may call it that, which we have 

already discussed, but is it also the fact that as the 
movement in Canada has developed some cooperatives, at 
any rate, have gone to members and offered bonds or 


debentures or notes, or some form of obligation, for 
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funds which those members have loaned to the -- or have 
been prepared to loan to the cooperatives on an interest 
paying basis, 

Now, I distinguish this from the Fraser Valley 
type, because as I understand it, this lending to the 
extent that it occurs, is not the result of any 
commitment which is made at the outset, but it is a 
commitment which is made at the request of a particular 
cooperative in the course of its operations. 

MR. STAPLES: Yes, I think you have stated it 
correctly, Mr. Stewart, except for one point. The 
balance -- or debentures, was the term I think you used 
-- would not ordinarily be offered to members as such; 
they would be offered to anybody who was interested in 
purchasing them, There is no relationship, no 
identifiable relationship, between the member and the 
coop in this regard. The coop needs money and intends 
to sell debentures, and it would sell them to anybody 
on the same basis. It might be that the members would 
buy most of them. 

MR. STEWART: That is what I was going to 
come to. In fact, in many cases is a substantial portion 
of the amount borrowed in that way put up by members 
of the cooperatives? 

MR, STAPLES: Well, I have given you the best 
answer I can. I would like to ask Mr. Fowler, 
because Federated Cooperatives have had a great deal 
of experience with this field. 

MR, FOWLER: Well, Mr. Chairman, the pattern is 


so varied that it is hard to say. A decision will be 
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made by, perhaps, leadership from the Board that we 
ought to have something -- canvasses will be made, 
surveys will be made, the meeting will authorize it, 
and they will at the same time authorize how it is to 
be financed, It may be agreed that they go to our 
cooperative credit society or life insurance company, 
and take out a mortgage over a period of years. It may 
be that they decide on a bond issue in their own 
community. -It-may be that they ask the-central 
organization to help them with financing, and in the 
breakdown the Federation will provide some financial 
assistance to the cooperative on a mortgage basis. 

Now, in connection with the bonds, again 
there is some variety. Some of them will be secured 
bonds with a definite repayable term, and a sinking fund 
set up to provide Pee payment. A good many of them 
are what we would call an open end; that they require 
$25,000.00 and they will go mostly to their members in 
order to sell the securities, and it is open end in the 
sense that when they get $25,000.00, some member 
finds he needs this money and his bond will be sold to 
somebody else, and in theory they might never pay off 
that bond issue. It keeps evolving among those 
members who wish to have surpluses to invest in the 
cooperative. 

Now, I had rather an interesting experience 
whieh-I think “I will-relate, I was out to open one 
of these new stores; in fact, last week I was out to 
two, This was particularly interesting because it was 


in a saving community. There wouldn't be a community 
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there that wasn't for the coop, and they had a store 
there since:1914 and it was worn out, that was the only 
Store left -in town, and the ‘street looks like Goldsmith's 
deserted village; vacant buildings a1l up and down. 

So, we decided we wanted hew premises, and in talking 

to them I usually do a little bit of crusading, and 

and that sort 


tell them to patronage their own store 


3 


of thing 


oy 


and I said, "You probably borrowed some money 
to pay foruthis store", Well, inethanking me: the 
president’ said: "We didn't borrow any money for the 
Store; the members of this community put up the money 
to build: this store, around $60,000.00", © I am not 
just sure how much was put, but this is the kind of 
ching that goes on, 

MR, STEWART: Yes, Well, I take it that these 
methods of financing which do not relate to the members 
alone, are described in Appendix B to the joint bricf 
again at paragraphs B16 to Bek. -- and perhaps to B22, 
and: I notice there that apart from financing through 
bond issues of the type that has been mentioned, and 
through other associations in the cooperative movement 
-- and I am looking now at paragraph B18 in particular -- 
there have been institutional borrowings, and the 
statement is made in the second sentence of paragraph 
Bis that this development of parallelling that of 
formal security issues reflects the growing maturity of 
Canadian cooperatives, Then, a couple of sentences 
down the statement is made that as assets and oOWnerships 
zrow it becomes progressively easier to obtain funds. 


That is a clear statement of the positions taken? 
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MR, STAPLES: Yes, I think so, I would like to 
ask Mr. Parker of Manitoba Pool Elevators to comment on 
that. This organization has had a great deal of 
experience in this field, and it may be one of the 
organizations that has matured. 

MR, PARKER: Thanks for the compliment! Well, 
Mr. Stewart, with a few brief remarks I will ask our 
comptroller to answer the question because he will do 
it in language which you will understand and much more 
quickly and concisely than I could do. 

I merely say this, sir, that the capital 
expansion that Mr. McDonell may refer to will be this 
one that was constructed at Port Arthur, This was 
requested or, shall we use the word demanded, by the 
members of the Association at its annual meeting two 
years ago, fully realizing the very heavy capital 
expansion involved, and fully realizing that the 
increase requirement, money requirement to finance or 
carry the overload would inevitably make an impact on 
the patronage dividends that might result in future 
years, so it was a service request with full knowledge 
of what it would mean, except that we underestimated 
the actual cost. That is par for the course in these 
kind of things. 

MR, STEWART: It is not confined to 
cooperatives, 

MR, PARKER: I would ask Mr. McDonell to 
answer the question; he can do it much better than I and 
in more detail. 


MR, McDONELL: Mr. Stewart and Mr. Chairman, 


- © ee ee ee eT 
7 - - oe iT . . 


io 


4 
_ a ~ 4 
= 


od ott pivow I .oe/siatdd I ,eeY s@RIGATeasAM 0) tk 


tio dasmmoo ot atodsvelad Leod sdotiasM to iasxtsd .1M wes is 
5 ie 


to Iseb tse: 5 ban aed ootissiasgie etdT tend te 


edd to eco ed yom tk bos  biett efAd at sodetregxo Hp 


.bexstem acd dedd adoivestiasgto \2 

Low tdnomiiqmos oft t0% edasdT :AMAAAL AM \a 
syo wee IlLtw I aXxvsmes tetad wet ae délw .duswes2 .aM ‘ 
of Lftw ec savcoed nokdaewp end stowens oF itellotdqmos 8 
svom dsum bes bastavebay ILtw voy dotlw sgsugist at of e 
sob biweo I asdt ylsatoaeo bas ylaolup ot 
Istiqss ond dads ,she .atit ysa ylotom z e 


eins od Iltw o¢ vwotex vem IlenoGoM .aM dedt aofanaqxs {et 

asw atid? .auddra dxog gs botourtdeanoo asw dads ye a 

oid yd ,bebesmeb brow edt eay ow Iisda .to bevesupet Pe 

owd eatteem Isunas avi te cottsfooweA sft ‘to axrodmom Wet 

istiqse yveed yirev odd geitsitsox Yiint ,ogs Birssy | 

eid dedd gatsiises yilut bis ,bevloval anolansqxs i‘ 

16 sodeakt ot daemertupesr yodom , daomertupet sesotont 

do t¢osamt as sem wldedivonal binow. heolyvevo orld yurrsS | Qf 

eyutuwit ak divaey gdlato dedd ebasbivil) ogenomteq edd Vos 

sabelwead Iiwt adiw dasupst eolvisea s Baw th of ,Brtesy | 

bedamitaotebay ow tedt 3Iqeoxe ,asem bivow ti Jorlw “to les 
eseont mt sexuveo ent sot wsq el teat .teoo fsudoe sat et 

seguridad to bata | 

ot benttines ton af JI :THAWETe , AM | 

sieantiiathiedeadis 1 O& 

ot LLeneGoM .%M Mes bivow I 9 :AIDIAAT . AM vs 

bas I adedd setded dosm 3r ob aso of ymoldeoeup ony iswets 

sLtsteb otom ot /e¢ 


“ismatsdd .sM bas trswetve .oM 3LIaMOdoM ,AM 


ANGUS, STONEHOUSE & CO. LTD. 3426 
TORONTO, ONTARIO 


we have been possibly through the complete mill in this 
respect. Originally we borrowed outside of our own 
membership for funds, revolving funds, we borrowed from 
members through debenture issue. We didn't bother going 
under the Securities Act of Manitoba and to the Utilities 
Board for approval, and without their approval we can 
go directly to our members but it became by mutual 
arrangement under the Securities Act that the future 
issues were available to the public, but it dawsaredons 
the transfer of investments that are purchased by 
members through their families and to non-members, Now, 
we have some four or five million dollars out in that 
field. We also have a first mortgage bond issue 

secured by T®?MiMBlejevators, which Mr, Parker talked of, 
of some $5 ,000,000,00 which was borrowed from 
institutions. In addition to this, we have the usual 
bank term loans, which act as a more temporary form of 
term capital. We also borrow regularly from somewhere 
between $10 million and $25 miilion on the short term 
money market, with the purpose of financing Canadian 
Wheat Board grain stocks, so as you can see, there is a 
complete cross section of methods of financing. our 
normal method, our basic method of financing is 
through general reserves, supplemented for working 
capital purposes by revolving patronage loan funds from 
members, and on patronage refunds revolve for a number 
of years on a two year -- a one year revolving basis, 
and now on a two year revolving basis, so we have an 
entirely different set up from what other cooperatives 


have, but the principles are the same. 
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1 MR, STEWART: Yes. Thank you very much, Now, 

2] if I could go back to the position as regards investment, 
3] as between the individual member and the cooperative, I 

4] take it that each member has an account with the 

5| cooperative in which what I might call his investment 


6| ppears, would that be correct? 


7 MR, STAPLES: Yes. 


8 MR, STEWART: And they would be credited, I 


9| take it, to that account, his initial share investment 
10| and his proportion of deferred patronage refunds? 

11 MR, STAPLES: Yes. If you go further into 

12| our accounting, Mr. Stewart, you will get me out of my 
13] depth. I should think perhaps Mr. Houde could take 

14/ questions on this, 

15 MR, STEWART: Well, I don't want to go into 

16] great detail, but if we eaf have va’ brief description of 
17| the type of entry which is made on that account, I think 


18) it might be helpful, 


19 MR, STAPLES: I think Mr, Houde can answer 

20) Hat. 

21 MR, HOUDE: Could I have the question again? 
22 MR, STEWART: I am wondering what items go 


23|| through the member's account, Mr. Houde? What I am 

14 trying to get information on is simply this, that as I 
25|| understand it there is a separate account on the books 
26|| of the cooperative for a member; that the amount of 

27|| initial membership fee or contribution will be reflected 
28] there, and if as a result of the operations for a 

29| particular year some part of his patronage refund is rt 


actually paid to him in cash, it will be credited to him 
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1]/ in some way, whether it is by an appropriation to share 
2] capital or to some loan account, or however it may be, 
3] then on your rotation system I suppose that ultimately 
4] amounts come out of that account. Could you describe 

5|| very briefly just exactly what a common method of 


6] handling this is? 


7 MR, HOUDE: Well, the common system would 

8] invoive ‘aiseries of accounts for practically ali the 

9] members, Each member would have his share of the 

10) Ccapital,aceount. That is kept separate normally. Each 
11] member would have a separate account for contributions 
12 as loans, 

13 MR, STEWART: Yes, 

14 MR, HOUDE: And then each member would have 

15|, a patronage refund account. Now, of course, patronage 
16| wrefund -- the patronage refund is allocated through 

17] the decisions of the annual meeting and would go in each 
18] member's patronage refund account, and from there the 

19] utilization of the patronage refund would be taken 

20] out. If patronage refunds are allocated, and part of 

1 it is credited to shares, then there would be a transfer 
22| from the patronage refund account to his share account. 


23|| Now, that would be the type of accounting we would do. 


- It may be very much more detailed; his drawings would 

25|| be taken out of his patronage refund account, or from 

26|| the share capital account, if refunds take the form of 
27|| vedemptionyef shares; It would vary a lot, but I think 
28 that would give you the: general pattern. 

29 MR. STEWART; Thank you very much, 


30 MR, HOUDE: If I may, Mr, Stewart, there would 
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be a distinction if we consider the case of an agency 
coop but that, I gather, will be discussed a little later 
on. 

MR, STEWART: Yes, I think we can disregard then 
at the moment for this purpose, 


Well, now, the second account that you 


referred to was an account in which are refected the 
members' loan contributions. Now, these are 
contributions which are not related to patronage refunds. 
In other words, are these the type of contributions 


which ithe’ Fraser Valley people have referred to, and 


possibly the type of contribution which represents a 
direct loan at interest, or are they amounts which 
originate in a patronage refund account and are 
transferred to loan account? 

MR, HOUDE: Weicould have; both, sir, and we 
always try to keep the accounts separate, so that if 
there are direct. loans, usually we try to keep it ina 
loan aecount and distinct for each type of loans. 

MR. - STEWART:.<o1 see, 


THE CHAIRMAN: Mr. Stewart, would you like a 


break? 
MR oo STEWART: This would’ be fine, 
THE CHAIRMAN: We will break for five minutes. 


---Recess, 


THE CHAIRMAN: Gentlemen, are you ready? 


MR, STAPLES: May I say a word on one question 


which was raised? I would like to draw the attention 


of the Commission to a publication we have just sent out 
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“amet 


1/ for in response to some of the questions, It is 
2) entitled Abstract of Cooperative Legislation in Canada 


3] by H.K. Ingersoll, and published by the Economics Division 


> 


of the Canada Department of Agriculture, and on the 

5] question of the legal authority, the cooperatives in the 
6] various provinces, and it is very up to date and 

7| complete’ and I suggest that it might be included in the 

8] record. 

9 THE CHAIRMAN: Thank you very much, 

10 THE SECRETARY: We will enter this in the record 


11| as Exhibit 208, 


12 ---EXHIBIT NO, 208: Abstract of Cooperative 
Legislation in Canada by 

13 H.K. Ingersol. 

14 THE CHAIRMAN: Will you proceed, Mr. Stewart? 

15 MR, STEWART: Thank you, Mr. Chairman. 

16 Now, gentlemen, one feature of the relationship 


17] between the cooperative and the member which I would 

18 like to come to is this; the member, as Mr. Houde said, 
19| has a number of accounts with the cooperative, and I 

20|| suspect that the practice on cooperatives may vary 

21|) according to the relative amounts of patronage refunds 
22] allocated but not distributed and which are transferred 
23| to the share account in some cases, and to the loan 

24|| acoount in other cases, but I would like to refer to 

25|| two parts of these briefs which we are considering 

26|| today for enlightenment on this particular point. First 
27| of all, 1f you look at the joint briefs, Appendix B 

28] again, page BS, there is a statement at the end of 

29| paragraph B24 to the following effect, that there has 


30} been a shift in members! equity accounts from loan to 
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Share capital; the shift having been made not to 
maximize tax savings but rather to provide a sound system 
of finaneing. Then, while we we still on that joint 
brief in this respect, you will recall that on page 33 
on the proposals which is made to this Commission, and 
one which is dealt with and developed later on in the 
joint brief, is that -- and I am referring now to 
paragraph 68, item 5 -- the proposal is that interest 
paid on cooperative shares should be deductible as an 
expense and not considered as a distribution of profit. 
Well now, when I go to the brief of the Federated 
Cooperatives, I find on page 28 the statement in 
paragraph 60 that cooperative shares largely represent 
patronage refunds not yet returned in cash, Some 
cooperatives pay interest on shares while others do not. 

Now, via Ort would like you to tell me if you 
will is whether you regard the relationship between 
the cooperative and the member as essentially a debtor 
and creditor relationship, or as a member-company 
relationship? Putting the question another way, is 
the relationship between the member and the cooperative 
essentially in your view a creditor relationship or is 
it a straight equity relationship? 

MR. STAPLES: I am not sure that I understand 
the question, Mr. Stewart. I would like to ask Mr. 
Fowler to comment, but before he does so I might say 
this much, that the members of the cooperative are not 
primarily concerned with the technical aspects, What 
they want to do is have a cooperative to provide them 


with the service that they need, and they money that they 
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put in there is in order to make it possible for them 
and their associated producers or consumers to have a 
cooperative. Now, the way it is worked out, as has 
been explained, I think that Mr. Fowler could d escribe 
the reasons why -- what the situation actually is and 
the reasons for the shift to share capital in some 
cases, and in doing so comment on the relationship 
between the member and the coop, finance-wise, which I 
think is the area you are seeking information on, 

MR, STEWART: Thank you, 

MR. FOWLER: We are somewhat handicapped by 
the fact that at the initial stage of the organization 
of cooperatives in Canada that there is no precedent 
to b e established in the sense that there is no 
cooperative pattern, so everybody picked up the joint 
stock cooperative pattern, and we are cursed with that 
now; I think that is a fair statement. I hope that the 
Solicitor has read the, perhaps, rather long treatise 
on this matter by the Honourable Mr. Justice Woods. 

MRigt SPEWART:. Yes, I read that. In connection 
with one of these briefs, you mean? 

MR, FOWLER: Yes. The investment in 
coop, we call it a share, bears very little relationship 
to the share that anybody might own, say, in General 
Motors, Now, going all over the -- I will put it this 
way -- we have various patterns. We had a balance 
sheet that was a dog's breakfast. We had some preferred 
patronage refunds, and it had half a dozen different 
accounts of the members, and this was annoying and most 


confusing. A committee was set up to sort of look into 
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1) this very carefully, and the committee came out and 

2) said that the members should have one account in his 
3} relationship with the coop -in terms of its ownership, 
4/ and call it anything you like; just should have one 

§|| equity account and this simplifies it if the member 
6| understands it, and therefore the recommendation was 


7] made, and there was a move during the 1950's that the 


8] local coops and all the consumer coops should move to 
9] one pattern of equity ownership and call it, as I say, 
10 as you will, and we do call it shares but it is not 


11| shares, 


12 Now then, we think that members in a cooperative 
13 should be allowed to establish policies and if they want 
14| to pay interest on the investment, that is their 

15|| business; if they don't want to, then, the money 

16|| doesn't disappear. It is said somewhere here that the 
17] patronage refund will be kept; it doesn't disappear. 

18] It. .is.a group of people associating for a high grade of 
19] mutuality and they should make the kind of decisions 

20] that they want to make. 

21 Now, finally just a few words, Mr. Stewart, 

22) and you were asking about the relationship, and I would 
23| say that probably it is somewhere between a loan and 

14 a share in the ordinary concept of the words. iG is 

25|| something new. A member in a coop in an equity and 

26|| financial relationship is different, and there is no 

27|| precedent in any other form of business, 

28 MR. STEWART: Thank you very much, That is a 
29] very clear statement, 


30 In any event, I take it that these balances 
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in the members! accounts reflect essentially investments 
by the members in the cooperatives? 

MR, STAPLES: Yes. 

MR, STEWART: And I teke it also that over the 
years these investments, no matter how they originated, 
have grown very materially and they now form a very 
substantial portion of the total capital employed of the 
cooperatives, 

MR, FOWLER: I would like to say that I brough 
with me a copy of the membership account of two different 
members, one a farmer and one a city person, showing 
the pattern of the refund and showing low it is done, 
and this may be of some use to you, but on the last 
statement made I think at large it is a generality that 
most of the capital now in cooperatives which is 
contributed to by oui: members is, in the main, through 
the retention and loaning back of the earnings of the 
cooperatives by the members, In these cases here, this 
is 100 per cent. Now, the statement does not show what 
amount of cash was put in; it was lost in the records, 
The Commission can take a look at it. 

MR, McDONELL: Mr, Stewart, this is not a 
pattern that always follows. Our organization takes 
the attitude that our cooperative initially had no 
basic capital, such as the share capital contribution 
of an ordinary shareholder to a private company, and 
that over the years permanent capital must be put into 
the business so that the ordinary members' annual 
patronage will revolve out faster and you get it ahead 


of time, so we have what we choose to call for lack of 
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a better word a general reserve, which over the years 
has been built up to replace the ordinary capital 
investment of the owner, That provides a semblance of 
permanency to it, In our annual patronage dividends, 
or patronage loan, if you wish to call it that, is a 
relatively small thing. So, you have the different 
patterns, and this picture shouldn't be confused by 
trying to oversimplify it. There are a great many 
patterns in this picture all across Canada, 

MR, STEWART: Thank you very much, When you 
Say you have a general reserve, out of what funds has 
that been built up? 

MR. MecDONELL: It has been built up out of 
earnings. 

MR. STEWART: Now, in that regard I take it 
that your pool is pebhas unusual? 

MR. McDONELL: I think you will find that 
everyone has a reserve fund. Ours happens to be a 
little bit larger. 

MR, STEWART: I appreciate that they all have 
reserve funds,° but the amount of your general’ reserve 
in relation to your total assets is a higher percentage? 

MR, McDONELL: We suggested earlier that our 
organization has matured a little more than others, and 
TMGhIpke that is so. I think you will find that any of 
these cooperatives are in the process that we were in 
a mumber of years ago, of not having reached the 
maturity where they have a permanent capital, but they 
are getting there. 


MR, STEWART: As you have gone on, you have 
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already indicated that you have had access or been able 
to borrow from the institutions on the short term money 
market, and so on; a combination of this and this 
general reserve fund that you have referred to have 
permitted you to reduce your dependence on retained 
patronage amounts. 

MR. McDONELL: Yes, and the attitude in the 
organization is to temporary fluctuations in term 
capital that is required, that it should come from normal 
channels, but that permanent basic capital should come 
the permanent, so called, general reserve, and that 
working capital should come from another source, through 
banks and through short term money, and through the 
revolving of members! current patronage earnings. 

THE CHAIRMAN: Before you leave this subject, 
there is something which I don't understand, 

MR, STEWART: ©Please go ahead, 

MR. STAPLES: If I understood your question 
correctly, Mr. Stewart, we haven't quite answered it. 

It concerned the amount of money that the members have 
in cooperatives in proportion to other sources of funds. 

MR, STEWART: Well, I was going to get at that. 

MR, STAPLES: Maybe you could put it again. 

MR. STEWART: Of course, the Chairman has a 
question, 

THE CHAIRMAN: I was just concerned about 
recommendation 5 on page 33 of the joint brief, which 
recommends that interest paid on shares should be 
deducted as an expense, but I think I missed something 


in this discussion because the distribution of cooperativ 
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profit by way of patronage and dividends is deductible, 
as I understand it, from profits, according to the 

Income Tax \ct, and therefore I didn't understand why 

it might be desirable to treat interest differently. 

Do you understand that? 

MR, STEWART: Well, Mr. Chairman, I am not 
certain of this, but these gentlemen can tell us under 
the present practice if what the movement may call 
interest, but what might otherwise be regarded as 
a cash dividend, is paid on share capital, or the amounts 
in the share account, and I am not referring now to 
payment by way of patronage refund but to a straight 
return on that invested capital. I take it that the 
patronage dividend deduction does not extend to this 
other type of payment? 

MR, STA PLES: That is right. Notwithstanding 
the fact, Mr. Stewart, that the shares in a cooperative 
typically are in some important respects quite different 
from shares in other types of business, as you know, 

The return on the share, whether it is called dividends 
or interest doesn't matter, but typically it is paid out 
of taxed income, 

THE CHAIRMAN: Thank you, I understand the 
point, I am attaching my significance to the term 
"interest", and it is the dividend on the shares and 
not the patronage dividends with which we are concerned 
under Item No. 5, and that is not permitted as a 
deduction as the law understands it? 

MR, BLAIR: That is right, sir. 


COMMISSIONER GRANT: Mr. Chairman, before we 
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proceed on another item, as I understand it, most of 
the permanent capital that is retained in a given 
coop is taken from the reserves on which income tax 
has been paid by the coop? 

MR, STAPLES: If by "permanent', Mr. Grant, 
you mean money that belongs to the cooperative as such 
in general reserves and cannot be attributed to any 
particular member, then this would be correct. 


COMMISSIONER GRANT: That is what I am referring 


to, The term "permanent capital' has been used here 


this norning, and if you say that that is correct, then 
most of this permanent capital that is in the control 
of the coop has been put there from the tax paid 
reserves In other words, what is left after you have 
paid. the tax of 3'per cent on the working capital. 

MR. STAPLES: I think that is correct, yes. 
Would you like one of us to make a more complete statement 
on this? 

COMMISSIONER GRANT: No, I am quite satisfied. 

MR, STEWART: Well now, if we can go back to 
these members! accounts. There is a feature of this whic! 
I would like to explore with you and I will attempt to 
put a hypothetical case to you so you can tell me 
whether or not the position is correctly stated. 

Let us suppose that a particular person whom 
we will call Mr. X has been a member of a particular 
cooperative for fifty years and during that time he has 
been an active patron of the cooperative, and there has 
been built up in his account or accounts with the 


cooperative, perhaps largely as a result of appropriation 
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1] to share account, the sum of, let us say, $5,000.00, 


i) 


Then, let us suppose we have another person whom I will 


& 


call Mr. Y, who has just become a member of that 
particular cooperative and has been a patron for only 
one year, the current year, and as a result the amount 
to the credit of -his account or accounts with the 
cooperative, or-his share account at any rate, is, let 
us Say, $1,00,° So that Mr. X has a “credit of $55000.00 
and Mr. Y of $1.00, and let us suppose that “in that 
particular year for some reason Mr. X es not patronize 
the “cooperative at all, and that’Mr. Y ‘does “patronize 
the. “cooperative; he selis his products to it ‘or he buys 
his merchandise from it, whichever type of cooperative 
it’might “be; ard Wien the year is over and the question 
of patronage dividends in respect of that particular 
year is’up for éonsidératicn, let ws suppose to make it 
Simple that that year everything is being paid in cash, 
is it the fact that Mr. X, who has an investment of 
$5,000.00 in the cooperative receives nothing lw way of 
patronage dividends; Mr. Y, who has no investment in 
the cooperative at all, except in the sense that he 

has ‘been dealing with it in the current year, he 
receives his normal proportion of the total amount 
distributed by way of patronage dividend. 

MRS "SPAPLES:? “Yes, that ts correct. “Im otner 
words, well, he gets the same treatment as Mr. xX got 
forty-nine years ago. 

MR. STEWART: Yes. So that when you join a 
cooperative, this is one of the features which you 


understand and you accept? 
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MR, STAPLES: Yes. 

MR,, STEWART: And it may be an extreme case, 
but it seems to me to highlight the fact that the 
investment which is made is regarded as of little 
importance, and that the people that benefit from the 
operations of a particular year are those who have deait 
with a cooperative in that particular year, and they 
benefit according to the amount of their dealings? 

MR, STAPLES: ‘That is.correct. In some cases 
Mr. X will-receive some interest or dividend on his 
$5,000.00 which is paid as an expense of doing business, 
if it is interest on a loan, but you are right in saying 
he gets no part of the patronage return because he 
didn't patronize it. 

MR, STEWART: I appreciate that. I should have 
said that this particular cooperative did not pay 
interest on members! accounts. 

MR, McDONELL: Your example never happens, 
because you never do pay cash under those circumstances, 
You pay cash to Mr. X who has the $5,000.00 in investment 
and he gets some of his $5,000.00 back, and Mr. Y 
invests some to replace Mr. X's capital. 

MR, STEWART: What I was going to come to is 
this, that assuming that this particular cooperative 
remains solvent, that over a period -- and in any event 
I take it that when he dies or resigns or otherwise 
ceases to be amember, the expectation is that he will 
get his $5,000.00? 

MR, STAPLES: Yes. 


MR, STEWART: Is that right? 
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MR, McDONELL: In.our case he would get it 
the year after next. 

MR, STEWART: .That is right, but I am aware 
of the fact that as you indicated in your brief the 
amount of the patronage dividend, or the amount withheld 
from the people that you refer to, is comparatively 
small, and I also appreciate that within the movement 
there may be all sorts of gradations in this regard, 
that it is not likely that in this respect your 
cooperative is somewhat unusual? 

MR, McDONELL: No. I would say those who 
retained the patronage dividend until you die are the 
unusual ones, and a great majority of them revolved 
over a period of as few years as possible. 

MR, STEWART: When you say "as few years as 
possible", you have gone on a two year basis, but what 
proportion would be on as short a basis as two years? 

MR, McDONELL: One cooperative of which I am 
a member, for a while there they were on a share 
capital basis and were drawing 10 per cent of their 
shares, In that case it is not ten years, they can 
extend beyond ten years; on a 10 per cent gradation 
basis it would extend to probably 15 years, and most 
consumer cooperatives are on that basis. They have a 
pattern for retiring the members! equity; either a 
percentage of the existing shares or on a revolving 
credit basis. 

MR, STEWART: Would you say that a fifteen year 
cycle would be normal in that type of cooperative? 


MR, McDONELL: I have no appreciation of what 
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the cross country picture nat 

MR, D.E, STEWART: Mr. Chairman, Mr. Stewart 
just amplified this in the last question, as to knowledge 
of what the consumer cooperatives are doing in this 
regard. JI believe in the Federated brief this is 
contained. However, in the last two years, the previous 
years, people stated that cooperatives were getting in a 
better position to revolve their fixed capital, and in 
1962 the savings in the consumer cooperatives in the 
prairie provinces -- this is virtually all of them -- 
was 5.6 million dollars, and a revolved 3.7 million, 
which is approximately close to 67 per cent of the 
total, In 1961, 478 cooperatives -- and this is 
virtually all the cooperatives, the saving for the 
membership was 5.8 million, and they revolved their 
share capital to the tune of 3.9 millions. Now, these 
statistics may be of some help to you, 

MR, STEWART: Thank you very much, I observe 
in this connection, and in connection with the 
financing cooperatives generally, that on page 2 of 
Prof. McIvor's article on recent growth in Canadian 
cooperatives, with which I am sure you are all familiar, 
he says this, and I am reading from the bottom of page 
23 

"Cooperatives in general 

seek to establish a financial 

structure in which their paid 

up share capital is at least 

equal to fixed assets and in 


which members' equity (liabilities 
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to members plus net worth) is at 

least equal to the liabilities 

to the public". 

Now, I am interested in particular in the 
second part of that statement, that members' equity, 
which he defines as liabilities to members, plus net 
worth, is at least equal or should be at least equal to 
ine liabilities to the public, and then he goes on and 
deals with that second part of the proposition, and 
says at the bottom of page 2: 

"Between 1947 and 1957 the 

ratio of members' equity to 

liabilities to the public declined 

froma ratio of 1.35 to one of 

0.04, and then the decline continued 

between 1957 and 1960 from 0.84 to 

04796 
ind then he goes on: 

"This, of course, indicates a 

trend toward greater reliance on 

outside capital, of which loans 

from banks, credit unions and 

regional cooperative wholesalers 

are important". 

Then he points out that these ratios take into account 
the four major grain handling organizations and uses for 
term bank loans to a considerable extent, and he says 
that if those four cooperatives are excluded, that with 
that exclusion there will be liabilities to the public, 


and that ratio which was down to 1.73 in 1958, rose to 
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1.76, and to 1.77 in 1959 and 1960, and he draws the 
conclusion that a sharp distinction must be made between 
the distribution of cooperative finance in the grain 
trade and in the more typical remaining marketing and 
merchandising areas, 

Now, this would indicate -- leaving aside the 
pools and the United Grain Growers -- that in 1960 you 
had 1.77 times as much capital represented by members 
plus the investment as you did in liabilities to the 
public. Could you comment on that at all, Mr. Staples? 
Would you think that was substantially correct? And 
would you think that there had been any marked change 
in that since 1960? 

MR, STAPLES: Well, as far as we know, Mr, 
McIvor's figures are correct; they agree with the figures 
we have in our brief As far as later figures are 
concerned, it goes to 1.87 per cent in 1960 and 1.66 
per cent in 1961. We have taken it a little further. 

I am quoting from page 37 of the pint brief. 

Now, on the general problems in this area, 
if I may I would like to call on Mr. H.F. Simon, 
because he is very familiar with these trends, and the 
trends have given us some concern in some years, I 
think that Mr. Simon could illuminate this considerably. 

MR, SIMON: I might say, Mr. Stewart, that 
the comments which are on page 7, and which Mr. Staples 
mentioned, had as their basis the remarks that you have 
read from Mr, McIvor's study of recent growth in 
Canadian cooperatives, I would like to emphasize the 


point, the factors that constitute strength or weakness 
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1) in the capital structure of any organization may vary 

2) with the circumstances of each particular case, and 

3|| while Professor McIvor in his study no doubt had some 

4] basis for the remarks which he made which would indicate 
5] a long range plan, this plan is really not known to me, 
6]| and I have contacts with most, if not all, of the 

7], consumer cooperatives in Manitoba, Saskatchewan and 


8] Alberta, and we find great variances existing between 


9] associations in the same business, 
10 For example, we have a number of rather small 
11] cooperatives with perhaps a fairly complete range of 


12] items for sale to their members. Because their trading 


13] area is rather small, this means that they do not turn 


14) over their inventory very often, and this has an impact 


15] on their current liabilities as compared to their current 
16] assets. I realize that most of the Commission will sort 
17|| of follow me in this, and if I am going past your 

18|| knowledge of accounting, please do not hesitate to 

19) interrupt me, 

20 In some of the organizations, and these are 

21 also consumers . organizations, we may be in a business 
22|| which has a rather rapid turnover of inventory, and 

23|| here I am thinking of our petroleum associations; this 

14 has an impact on the debt structure and the amount of 


25|| capital required. In a petroleum cooperative you don't 


26|| need to have a heavy investment in fixed assets, 

27 || compared to the amount of volume that is transacted. 

28| In other organizations, and perhaps larger centres, 

29|| we have perhaps greater differences in the blend of the 


3 inventories and how they are sold, This again has an 
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impact on the capital structure. And we have a group 
in federated, the retail services people, who would 
really be more conversant with actual detail as to the 
amount of grain, etc., but in my discussions with them 
they indicated that they looked at the individual 
circumstances in order to evaluate them in so far as 
they are concerned. There is no general value that 
they can establish that applies to all cooperatives 
when you start examining balance sheets and operating 
ratios, 

MR, STEWART: Thank you very much, 

Well now, if we could leave for the moment 
at any rate this question of the financing of cooperative 
enterprise, I would like to ask you, some questions, if 
I may, concerning the conduct of business by cooperatives. 
We have already found -- and I put this in by way of 
background -- that these cooperatives had their own 
officers and employees, who are employed by the 
c ooperative in question, We have found that they have 
got their own capital -- well, I take it, and perhaps 
this should be my first question, that whatever 
inventories and fixed assets they may require, they 
proceed to acquire for their particular purposes. $50 
that these inventories and fixed assets are owned by 
the cooperatives themselves. 

MR. STAPLES: That.is .correct. 

MR. STEWART: Well now, let us deal first of 
all to some extent with marketing cooperatives. I take 
it that the basic function of a marketing cooperative is 


to deal or is to market products which are produced by 
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its members, but would it be true in the ordinary case 
that a marketing cooperative is also prepared to deal 
with or to market products produced by non-members? 

MR, STAPLES: Well, here the situation varies 
quite widely, of course. The proportion of non-member 
business in a typical marketing cooperative would not be 
large, but it is difficult to generalize. I am not sure 
there are any marketing cooperatives that restrict their 
business to members only by policy. Perhaps I should 
be corrected on that if I am wrong. 

MR, McDONELL: In our own organization, Mr. 
Chairman, and I think it is typical of the other pools -- 
they can speak for themselves -- we are required because 
we have a public country elevator license, it is 
required under the Canada Grain Act to accept members, 
and it averages warfevitard between a quarter and a haif 
of one per cent of the total. 

MR, STAPLES: I think, Mr. Stewart, that we 
might hear from another group briefly on this, if Mr. 
MacKichan of United Maritime Fishermen were to tell us 
how they operate in this respect, 

MR, MacKICHAN: Mr. Chairman, I would like to 
make it clear at the beginning that United Maritime 
Fishermen does not deal directly with fishermen. We 
are organized and chartered by the Canada Companies Act 
under federal letters patent of 1947, and our members 
are corporate members, and the local fishermen conduct 
their own business, their own processing, and they turn 
that product over to the United Maritime Fishermen's 


central office to market. Our functions are two; the 
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first is a marketing function; the second is to supply 
locational goods to these fishermen. So, you will say 
that their contact is with the fishermen's organization 
and not individual fishermen, In our trade market 

we do do marketing for trade members, We might, if we 
are short of a product of a certain type, we may pick 
up some from a friendly competitor, and we will also 
Supply a friendly competitor with a product we have in 
Surplus. That deals with that. 

MR. STEWART: Let me ask this; to what extent 
does a marketing cooperative purchase the produce at 
markets and resells it, and to what extent does it act 
Simply as a sales agent? Putting it another way, I am 
sure this all doesn't go one way, but generally speaking 
does title to the produce pass to the marketing 
cooperative, and is the produce then resold by it, or does 
title remain with the producer? 

MR, MacKICHAN: In the Maritime Fishermen we 
do not take title to the product, except to the extent 
that we may finance under Section 88 of the Bank Act, 

MR, STEWART: When you say you do not take title, 
you deal with corpprations? 

MR, MacKICHAN: Yes. 

MR. STEWART: Does the corporation have title? 

MR, MacKICHAN: I would think not. 

MR, STEWART: Do you think that the fish will 
remain with the fishermen? 


MR. MacKICHAN: Until it is processed, and 


then they take title to it. 


MR, STAPLES: On this type of marketing, the 
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Fraser Valley Milk Producers have good experience, 
Perhaps Mr, Brannick would give us the answer to your 
question as to who owns the milk, 

MR, BRANNICK: Mr. Commissioner, are you asking 
who owns the milk of the non-members? In our particular 
case the members' milk is assigned to the organization, 
but speaking about non-members selling non-members 
products, sometimes you develop a market and for some 
reason or another you have to fill that market and you 
go out and buy, and any profits that are made are 
declared as profit and we pay income tax on them, the 
profits made on that. We have non-members who, for 
religious purposes, and probably dominion government 
members of ars -- I don't believe they can join any 
organization, and there are some religions that can't, 
and we treat them exactly the same as we treat ourselves. 

MR, STAPLES: Really, Mr. Stewart, there is 
not a simple answer to it. Some organizations buy from 
the members and sell and live on the difference, so to 
speak, and other organizations just handle it for the 
members account and the difference is rather clear cut, 
of course, but it varies from one organization to 
another. 

MR, STEWART: It is effected, I take it, to 
a considerable extent by governmental legislation, 
marketing boards, and so on? 

MR, STAPLES: This would be a factor, but the 
history of these organizations, while they are in this 
respect quite different, goes back a long long way 


before there were any boards, and that sort of thing. 
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These are two somewhat different concepts, 

THE CHAIRMAN: Could you give a few examples, 
Mr, Stewart? I know this is a pretty important matter, 
I know that the wheat pools really act as agents, and I 
am wondering if you can speak of a few more commodities. 

MR, PARKER: Mr. Chairman, if I may, I 
wouldn't like to say categorically that we take title to 
Wheat, oats and barley that actually belongs to the 
Canadian Wheat Board under the Dominion Government 
legislation. We are agents of the Canadian Wheat Board. 

THE CHAIRMAN: I intended to say that you 
were acting as agents, 

MR. PARKER: We are agents of the Wheat Board, 
but we are responsible; we use this as collateral for 
borrowing money from the bank until we deliver the 
stocks physically. Th the Lakehead or Vancouver, or 
the terminal point where we turn the paper over to the 
Canadian wheat Board, then we get our money. Now, I am 
not a lawyer, so I don't know whether we own them or 
not. 

MR, STEWART: There seems to be a remarkable 
lack of clarity on who does own that wheat. 

MR. PARKER: There is no question that we take 
control, but we have not finally settled with our 
members until the year end when you have determined what 
the actual results of a sale are, and we also handle 
some on consignment, but until we know the year end 
we haven'te made our final payment, so we think -- we 
are acting as agents for the moment, but in the meantime 


-- as to the legal position, don't ask me. 
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THE CHAIRMAN: You are both agents for the 
farmer and the Board? 

MR, PARKER: That is our concept. wWe 
certainly are legally, so far as the Board is concerned. 
The contract sets out specifically that we are agents 
of the Wheat Board and we are responsible. 

THE CHAIRMAN: You don't run into any conflict 
of interest in representing both sides of the transaction, 
I take it? 

MR, PARKER: Not with the Wheat Board. They 
are Dominion Government. 

MR, STEWART: What about livestock, for example? 

MR, STAPLES: The typical cooperative in 
marketing livestock in the form of meat products, 
processing and packing plants, the typical cooperative 
in this field, 2 believe, is in the category that buys 
and sells, This would be true in Quebec, would it not? 

MR, JOBIN: Well, we should say that we receive 
the meat aS a consignee, but at the time we do process 
the meat. I don't know exactly the result, but in 
Quebec, you see, we have a market contract which provides 
that the members are bound to deliver their meat -- 
their products to the local cooperative, and the local 
cooperative is bound also to deliver this product to the 
Federated, and the cooperative is bound to receive and 
to sell the product, and I would say it was a case -- 
in the case of tobacco it was decided that the assets 
were the property of the member and not of the 
cooperative. At least in the case of the Society. 


MR, STEWART: Have you got some other examples, 
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Mr. Staples? 

MR, McDONELL: I would suggest in Manitoba and 
Saskatchewan, where a large part of the livestock is 
marketed through our organization, that we dmply operate 
auction markets and we have an entirely different 
Situation. An auction fee anda yard feis charged as part 
of the refund as a dividend. The farmer brings the 
animal into the auction ring and the buyer takes it 
away again, 

THE CHAIRMAN: You don't buy and sell? 

MR. McDONELL: No. 

MR. STEWART: I think I read in a number of 
these briefs that when you come to allocate patronage 
dividends in relation to livestock transactions, it is 
done on a per head basis. 

MR, McDONELL: Actually in Manitoba we make 
sure we charge a good price, and in Saskatchewan they 
have a dividend. 

MR. STAPLES: On this question --- 

MR..< STEWART: Excuse»me, Mr. Staples. Can I 
confirm that? 

MR.-GIBBINGS: ©Yes,; thiscisitrue., It is 
allocated to the members on the basis of so much per 
head. 

MR, STEWART: And you consider that you have 
bought and resold? 

MR. GIBBINGS: No. 

MR. STAPLES: I was going to suggest that one 
of the largest primary societies in the marketing field, 


processing, a large one is the Prince Rupert Fishermen's 
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Cooperative, I think Mr. Harding can elucidate on this 
considerably. 

MR. HARDING: TI can file this as an exhibit 
if you like. It is rules of our Association, and this 
is typical of similar rules in marketing cooperatives 
in British Columbia. Just reading from paragraph 7(b) 
it says: 

"The member appoints the 

Association as his agent and as 

such it shall handle, co-mingle, 

process, market, store or 

otherwise dispose of the said 

products and by-products and 

the products derived therefrom 

in such manner as may be 

aevernahes by the Directors. 

Title to all said products and 

by-products and products derived 

therefrom and the proceeds of 

the sale’ thereof-shall, at alli 

times remain in the members 

according to their respective 

interests, subject, however, to 

the right of the Association to 

pledge, hypothetcate, sell, convey, 

assign, process, handle and 

otherwise deal with said products, 

by-products and products derived 

therefrom and the proceeds of 


said sale according to the terms 
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of this Rule in its name. The 

Association shall use its \ best 

endeavours to get the highest 

available market price for all 

products solid but shall not be in 

any way liable to the member for 

failure to receive the highest 

price obtainable". 

THE SECRETARY: This will be Exhibit 209, 

---EXHIBIT NO, 209: Memorandum of Association 

and Rules of the Prince 

Rupert Fishermen's Cooperative 
Association as amended to 
December 15, 1962. 

MR, STAPLES: If you would ike further 
examples from the marketing of livestock -- and perhaps 
something turns on this -- I am speaking of the 
cooperative marketing of livestock, I would like to call 
on Mr. W.H. McEwen from Moncton who has had a whole 
lifetime of experience in this very field. 

MR, McEWEN: Mr. Stewart, in the livestock 
marketing, like all this cooperative business it grows 
up differently in different areas and as a result of 
efforts by people to do something for themselves, but 
coming to the situation as it is now, Maritime 
Cooperative Services is the marketing agent for two 
hog marketing boards; the Nova Scotia Hog Marketing 
Board and the New Brunswick. 

The origin of the livestock comes through the 
livestock shipping clubs that are members of the 
Maritime Cooperative Services. The hogs are delivered 


to the Hog Board which, in effect, is delivered to the 
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authority of the agent; the agent, which is Maritime 
Cooperative Services, disposes of the livestock. They 
have a contract with the Hog Boards to market on the 
basis of one and one-half per cent marketing fee, and 
they do this marketing and make up the returns to the 
clubs or individuals, and if that fee results ina 
surplus, it is rebated or proportioned back to the 
shipping clubs that contributed the business, and they 
in turn deal with their members, Now, that is hogs. 

The other livestock are marketed simply on 
behalf of the clubs who have a marketing board being 
involved. 

THE CHAIRMAN: Mr. Stewart, is it not becoming 
clear that so far aS marketing boards are concerned they 
all operate as agents unless they do some processing 
of the product? You are not getting anybody who says 
that they buy and sell so far. 

MR, STEWART: Well, Mr. Chairman, even in the 
processing field, as I understood the Prince Rupert 
Situation, they purport to retain title to the goods, 
notwithstanding that they are processed. 

MR, STAPLES: I was going to say, to further 
eliminate this point which Mr, Parker raised, that 
the distinction is really not whether they process or 
not. I would like to ask Mr. Martin of the Cooperative 
Federation in Quebec, who does an extensive livestock 
marketing business of various types to explain what 
they are doing. 

MR, MARTIN: We are a federation of local 


coops, and most of them are in the activities of shipping 
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cattle to the markets, they are bound by contract to 

do so, and the local is with the central. When these 
cattle are received at different places, we have a 
receiving process for the hogs and cattle, and we have 
to grade the stock and we have to send some money on 
what we call a first payment or first return, which is 
established on what we think is the average value at 
this time; we process the hogs and it is not easy for 
a producer to find his hogs, and we selling ham and 
things of that type. If we receive cattle, we are 
selling skins, fat, steak and everything, and I don't 
know if, in’fact,*wé have the title for the guarantee 
of the operation at some moment, but we have to take 
the title of the product, but nevertheless we are bound 
with our members to pay them all the earnings we can 
get from that procession, and so that is the way we 

are acting on this, and all the earnings that we earn 


from the processing operation belong to the producers. 
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So that is the way we are acting on this. All the 
earnings from the processing operation belong to the 
producer. 

COMMISSIONER GRANT: In distributing earnings 
if you happen to make more earnings in a given year 
on your hog prices than you did on your beef, the beef 
Supplier would profit from the earnings of the hog 
supplier, would he? 

MR. MARTIN: If you can give us a way to 
say exactly what the earnings could be derived from 
beef or from pork with completely accuracy, then I 
could say the processing operations on pork cost so 
much. We appreciate the difficulty but we return 
the earnings on the basis of the earnings in each 
category of stock handled. 

COMMISSIONER GRANT: In other words, 
you are able to distribute by way of patronage refund 
to a hog producer the earnings which you have 
realized as a result of yourhog operation? 

MR. MARTIN: I should say yes, 
as long as we can divide,and in that case you may ask 
the accountants if they can do their job, but as long 
as we can divide the expenses we are returning to 
the producer according to what we got from each 
category of stock. 

MR. SIMON: Could I ask a question here? 

THE CHAIRMAN: It depends on what you 
want to ask. 

MR. SIMON: Mr. Grant, you mentioned the 


patronage refund.. Would this be the correct term? 
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MR. JOBIN: I would not say so. I want 
to correct you, sir, on that term. This would not 
be by way of patronage refunds. It is bringing back 
the price of the hog, the final payment in the way of 
a final payment and not in the way of a patronage 
refund because they are bound by contract to make all 
the returns. 

COMMISSIONER GRANT: Is the producer 
co-op in the processing field of, say, an abattoir? 

MR. MARTIN: Yes. 

COMMISSIONER GRANT: You do or do not 
have patronage refunds? 

MR. MARTIN: Could you repeat that? 

COMMISSIONER GRANT: If you have a sur- 
plus at the end of the year, what do you do with that 
surplus? How do you distribute it? Do you 
distribute it by way of a patronage refund? 

MR. JOBIN: It will depend. In Quebec 
in respect of agriculture it is rather difficult 
because most of them have both ways. They are at the 
same time a marketing co-operative and they are also 
supplying products to the members. At the end you 
might say it is that way. This money is given back 
in patronage return, but so far as I am concerned on 
that part of the marketing co-op, as a marketing co-op 
I would say we are bound to make a final payment 
that is not a patronage return, but it is a evens 

THE CHAIRMAN: It is a payment on accoun 
of the purchase price? 


MR. MARTIN: Yes, a payment for the 
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product, but it is rather difficult because we are 

acting as an agent to buy, let us say feeds, only 

as an agent member. We have to keep inventories and 

so on. Let us take the case of the fishermen's 

co-operatives. Three months ago they had an annual 

meeting and they sent back to the fishermen $200,000 

but that was not a patronage return, just a settle- 

ment of the final price of the product. 

COMMISSIONER GRANT: Thank you. 

MR. STEWART: As the Chairman has said, 
one gets the impression here that the number of cases 
in which title does pass to the co-operative may be 
rather limited. L wonder if this is a cerrect 
impression? Are there commodities or cases where the 
co-operative does purchase from its member and resells 
as principal? 

MR. STAPLES: I am sure there are cases 
but I think I should ask some of the people behind me 
to answer this question. The practice seems to vary 
across the country to some extent. In the dairy 
business in Canada, co-operatively speaking, the 
typical co-operative seems to be, to use your term, 
Mr. Stewart, an agency type of organization but not 
necessarily confined to this. 

MR. STEWART: May I proceed on the basis 
that both types of situation exist? 

MR. STAPLES: Yes. 

MR. STEWART: In some cases the co- 
operative purchases as principal and resellis and in 


other cases it attempts to leave title with the member 
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and acts as a selling agent? 

MR. STAPLES: That is correct. 

MR. STEWART: Well now, then, in the 
cases where the co-operative does act as a principal 
and does buy from its member, is the normal rule that 
the co-operative will pay the going price in the 
area for that particular type of product? 

MR. STAPLES: In the case where they 
buy and sell? 

MR. STEWART: Yes. 

MR. STAPLES: This would be the normal 
practice, yes. 

MR. STEWART: They buy at the normal 
price, competitive price? 

MR. MARTIN: They would buy from 
their members. 

MR. STEWART: I am talking now about 
the case where they do buy from their members. I 
appreciate that you may not buy from your members, 
but there are apparently people who do and I am 
confining myself to them. When these co-operatives 
proceed to resell the commodities they have bought 
either in original form or in processed form, 
presumably they seek to obtain the best possible 
price they canfor these products? 

MR. STAPLES: Yes, that is right. 

MR. STEWART: And the sales which they 
make wovld normally be to people who deal on an arm's 
length basis with the co-operative? 


MR. STAPLES: They would be selling in 
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the usual channels, yes. 

MR. STEWART: And those channels are 
ordinarily, I take it, competitive markets? 

MR. STAPLES: Well, the co-operative 
meat packing plant would be selling its products 


perhaps to chain stores and this kind of thing. 


MR. STEWART: In competition with other 
packers? 

MR. STAPLES: Yes. 

MR, STEWART: Well then, would it 


be thecase ordinarily, Mr. Staples, that these 
particularmarketing co-operatives perform the same 
merchandising function as does a private competitor, 
or the commercial company with which it competes? 

MR. STAPLES: In technical terms I 
suppose this is correct. It takes the hog, processes 
it and sells the pork, but its relationship with the 
producer of the hog is different. 

MR. STEWART: That may be, but I am now 
talking about its merchandising function, or its 
marketing function. 

MR. STAPLES: Yes, the same. 

MR. HOUDE: To make it clear I think 
we must keep in mind what happened was that the 
producers collectively got themselves together to 
distribute a service which they could have used 
through ordinary capitalistic channels. 

MR. STEWART: Yes, I quite appreciate 
that the producers formed the co-operatives, but I am 


concerned now with what the co-operative does, and 
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Mr, Staples has indicated that the co-operative 
having been formed perform the same marketing or 
merchandising function as one of the joint stock 
companies with which it competes,or one of the other 
organizations with which it competes. 

THE CHAIRMAN : Before we move from this 
point could we ask if there is anybody in the room who 
knows of or operates a marketing co-operative which 
operates in the simple, and as I always thought, normal 
way of buying and selling? It seems so far that we 
have not been able to put our fingers on one. 

Mr. Martin says he does not. 

MR. STAPLES: Buying and selling a 
product not changed? 

THE CHAIRMAN: I do not care whether it 
is changed or not. 

MR. STAPLES: Yes, the First Co- 
operative Packers of Ontario would be one of those and 
the United Dairy and Poultry Co-operative would be 
another one, and my friends behind me may name some 
more. 

MR. GIBBINGS: In respect of the 
operation of the grain handling co-ops they merchandise 
that portion that is not Wheat Board grain that is 
purchased outright from the producer at the price which 
is quoted, and from that point of view the organized 
pool becomes the owner and then whenit selis it on 
the market it gets the price. 

MR. JOBIN: So far as the Province of 


Quebec is concerned I would say we would not have any 
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types of co-operatives like that because most of the 
co-operatives are using the contract which is sent out 
by the Minister of Agriculture which provides that -- 
unfortunately I have not got a copy but I could have 

a copy for you. I would say that there are 55,000 
contracts in the Province of Quebec all of the same 
type, whereby the member binds himself to deliver to 
the co-operative and the co-operative binds itself 

to receive the products and to sell them on behalf 

of the member. 

MR. STEWART: As an agent? 

MR. JOBIN: As an agent. So far as 
this marketing part is concerned it is definitely as 
an agent. 

MR. STEWART: Well now, if I could 
switch for a moment to consumer co-operatives, these 
are essentially concerned, I take it, with the sale 
of products which they have purchased, and they sell 
these products both to members and non-members? 

MR. STAPLES: Typically; yes, in 
varying degrees. 

MR. STEWART: In this regard the 
consumer co-operatives may differ from the marketing 
co-operatives. My impression from our discussion of 
marketing co-operatives is that non-member business 
was relatively small portion of the total, but in 
the case of consumer co-operatives would the non- 
member portion be larger? 

MR. STAPLES: Here I think we should cal 


on Mr. Fowler again to give us his experience in 
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western Canada because it is there that consumer co- 
operatives are the largest. 

MR. FOWLER: Yes, Mr. Stewart, these 
are stores in the communities and they are something 
like the wheat pool set-up. They have a contract wit 
the elevator authorities, and they must take all the 
business that comes in the door. We do organize 
drives to get as many members as possible and I think 
that is a general picture, Perhaps this could be 
confirmed by our audit department, but I would say 
95 per cent of the business Slewine in thec.door of 
the retail co-operatives would be about right. 

MR. SIMON: I think 90 per cent would 
be a safer figure. 

MR, FOWLER: In theory a consumer 
co-operative could be set up as an agency business 
but I do not know what would be gained by it. Lt 
could be done. On this non-member business income 
tax is paid at the normal rate. I don't know whether 
this is the same pattern for every regional wholesale 
in Canada, but the Federated Organization has no non- 
member business that it can avoid. It has to have 
non-member in respect of the by-products of its 
manufacturing plants like Coke from the refinery, and 
with our arrangement with the B.C. Department of 
Natural Resources, we must cut up a mountain and down 
a mountain; we must cut stuff that our members do not 
require and this must be non-member business. We 
do not offer our products for sale to private grocers. 


I cannotv.tell you what our non-member business is in 
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f Federated. I can only say -- 

2 MR. D.E.. STEWART: Four per cent. 

3 MR. FOWLER: Our General Manager says 

4 it is four -per cent. 

5 THE CHAIRMAN : May I ask Mr. Fowler 

6 if he would refuse non-member business? 

7 MR. FOWLER: At the wholesale level? 

8 THE CHAIRMAN: Yes. 

9 MR. FOWLER: Yes, we do I think in fact. 
10 We do it as politely as possible. We tell them that 
11 we are not scaled to serve this: kind of trade. We 
12 are set up to serve a certain type of co-operative 
13 Store and a competitive store in the grocery field 
14 would want services and credit and we just say 

15 no, there are lots of others to do this. If the 

16 situation was such that someone could not get goods 
17 any other place we might change our policy, I don't 
18 know. 

19 MR. STAPLES: Perhaps, Mr. Carter, 

20 you may feel we are dealing a little too much with thi 
21 and maybe I am directing too many of these questions 
22 to the representatives of these large organizations, 
23 but these are the people who have experience both 


on the national and provincial level. If you would 
like a word on how this operates in a community, that 
is a store on its own, so to speak, I would call on 
Mr. Harding, because the fishermen in Prince Rupert 
have an organization with a successful and growing 
consumer store business. Their experience with non- 


members would be very interesting, I would say, becaus 
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that business has been growing quite rapidly. 

MR. HARDING: Mr. Chairman, as mentioned 
I am a member of the Prince Rupert Fishermen's 
Co-operative, and I might state that the fact we got 
into the business was almost a by-product of having a 
fishermen's co-operative. We developed a store in the 
late thirties to serve the fishermen and to sell them 
fishing gear and food supplies which they needed in 
fishing. This store became quite large and during the 
war years when Prince Rupert was very much of a war 
town with the limit in the amount of facilities for 
consumers we found that our store was very popular 
and we developed a very large business. We could 
not. very well turn it down, being wartime, and we 
do a large non-member business. As a result during 
the latter part of the war we were instrumental in 
getting the Consumers! Co-operative formed which was 
formed and actually developed and ran two stores 
alongside our own Fishermen's Co-operative store. 

In latte: years considering the size of 
our community, some 12,000, we found it was not 
feasible to have the two co-operative stores running 
almost in competition to each other. We have combined 
forces now and we have a very large shopping centre 
which is jointly owned by the two co-operatives and 
run that way, so you may be a member of the Fishermen's 
or Consumers! Co-operative but you can use the 
facilities of the store. 

Now, we still find, of course, that we have 


perhaps more non-member business than Mr. Fowler has 
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suggested for the co-operative in Saskatoon. I think 
our member business today would run from 75 to 80 per 
cent, but it is increasing all the time. 

MR. STEWART: I am sorry, did you 
say your member business was 75 per cent, or your non- 
member business? 

MR. HARDING: Seventy-five to 80 per 
cent member business, yes. 

MR. STEWART: In one or two of these 
briefs I have been struck by the emphasis which has 
been placed on the connection of the co-operative 
movement with agriculture and fishing, and what has 
just been said reminds me of the fact that consumer 
co-operatives are now appearing in urban centres to 
an increasing extent. This is a bit of a digression 
here, perhaps, Sue does this represent a significant 
change in the movement and have you any explanation 
as to how it comes about? 

MR. STAPLES: The co-operative movement 
in Canada, Mr. Stewart, has followed a pattern 
historically which has not been apparent, at least 
not to the same extent, in many other countries. In 
Great Britain, for instance, historically the strength 
of the co-operative movement has been in the consumer 
field, going back for 100 years or more, of course, as 
you know. That is where its main strength lies and 
still Ites. The strength of the co-operative move- 
ment has been in the rural areas; not all farmers and 
fishermen, but the strength of the movement here has 


always been in agricultural and fishery communities, 
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and its main strength still is there. Of course, 
steadily our people have been becoming more and more 
interested in providing themselves not only with a 
market for their product but with supplies they need 
to produce the product. This has been sort of the 
way of the development. Now more recently in some 
degree, with the procurement of the things they need 
for their household; groceries, clothing and household 
supplies, the co-operative movement is branching out 
steadily from its earlier business. There are many 
exceptions to what I am saying and I am dealing in 
very broad terms with this situation. You will still 
find typical, or what appears to be now -- at least 
in many cases -- urban consumer co-operatives, and 
even supermarkets. Canada is a young country, but 
you will still find a good deal of its drive and 
leadership comes from the farm people around the town 
or farm people who have retired to the town or got a 
different job, or perhaps the sons anddaughters of 
these people. This is sort of the growth pattern. 
It does not represent any conscious change in policy 
on the national leadership of the co-operative move- 
ment. 

Has that been of any help? 

MR. STEWART: Yes, it has. That 
supplements what appears in Part 7 of the brief of 
the Federated Co-operatives and it has been ex- 
tremely interesting. 

Now, going back to our merchandising 


policies of consumer co-operatives, when these co- 
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operatives do their purchasing I take it that the 
object of their management is to purchase at the best 
price obtainable? 

MR. STAPLES: Yes. 

MR. STEWART: Now, if a retail consumer 
co-operative has a choice of purchasing -- perhaps 
I should rephrase the question. If it is contemplatin 
purchasing, is there anything which would require 
it to purchase from the wholesale co-operative as 
opposed to some other wholesale? 

MR. STAPLES: This is a good question, 
Mr. Stewart. Again looking at it from an historical 
standpoint for a moment, this is an age of bigness 
and the typical successful co-operative in the 
consumer field, and I am broadly speaking again there 
in a general RPE is a member of a closely knit 
family of organizations. Each one of these units 
typically will be autonomous. It will have its annual 
meeting, elect its own board of directors and decide 
on its own policy without anybody suggesting this 
should be interfered with in any way. But, history 
reveals that co-operatives that just stand off on 
their own find the going fairly difficult, and so 
over a generation or so these co-operatives more and 
more have grouped themselves into what I have called 
families. 

In the case of consumer co-operatives 
the typical local or primary society is a member of 
the wholesale co-operative. The Federated Co- 


operatives Limited is the largest of these. There are 


= 


| oie Pater, 
oid deat dt eusd I Sutasdomvu¢ sted? ob wevitersqo 


jaod oft ts sasdotyq od et tnomegesnem stedt to tostdo 
“Sotdantetde eottq 

.a3s¥Y <:e@m1UATA .AM 

somuanoo Lisdet 8 It .wot  ;TAHAWHTa .AM 
agedieq -- gatesdotuq To eotons s asd evidsisqo-o05 
tistqmesnos af di I .motteeup ons sasiddet bfuorle I 
eitupes bivow dotdw patdtyns eredd af .gatasdotva 
es evitsrsqo-oo ofseslonw edd moxl easdoing od St 
Safsesfodw isdto emoa ot Dseoqgo 

~foitaeup boos & af alfAT :Qamu1TATe .AM 
fsotvotain ase moxt Jf ts gnttoool atsagé .trswesa aM 
pesmaid to egs as al efdd ,jaemom 8 tot trtoghaste 
edt nt s¥viderego-oo [niagsoove Lsolqys sd? brs 
exedd mtegs satNsegqe yibsotd ms i bas ,blelTt temmerioo 
dtewl visacto s to tedmem s ef yaw fsrenss 8 at 
atiay sasdt to sno dost .anotissinssito to yfiinst 
dni edt oved (ftw tI .auomododus od [fiw ylfleotqyy 
sbfoab base etotoethb to brsod owo att gools ,gntitsom 
eldd gattaegeus ybodyas tuodtinw yotLog .mwo esi no 


yrotelin . dua <vsw yos at dtiw boretretar 9d hiyoda 


ao Tto busta Jeut tsdd eovitdersqo-o5 tedt efsevey 


ow bas .dfvetttrb yltist gmtog ent bali awo sted 
bas svom aovidsrsqo-o5 sasndd oa to molvsieneg 8 Tevo 
beliso eved TY ssdw otnt eevisameAds bsquortsy svsd stom 
eetltmst 

aovidsiteqe-69 stemuarttioo to gaso orld al 
to todmem s at ysotooe yremitq 10 Lsso0f Isolqyd edt 
-o0 betersbel endl .ovitsiteqo-o9 olseslodw ond 


exs stant .esedd to teonref ond af bettmtIl asvitsrsqo 


ANGUS, STONEHOUSE & CO, LTD. 3470 
TORONTO, ONTARIO 


five or six others in Canada, This relationship is 
an entirely voluntary one. 

Now, in some cases there may be some 
exchange of financing which may lead us into a sort 
of different relationship in away. In some cases 
in order to strengthen the efficiency of the 
primary society there will be a management agreement 
with the central organization which is mutually 
satisfied, but it can cancel that agreement and some- 
times does. 

This is another device that is used to 
tighten the members of the family together, so to 
speak, but none of these things interfere with the 
right of the members and the board of directors 
of the local co-operative to reach its own decisions; 
certainly the basic decisions that are required for 
its future existence. 

MR. LLOYD: Mr. Stewart, I would like 
to say that after all the local associations own 
the Federated Co-operatives,the Federated Co- 
operatives do not own the local associations. Thereforg, 
it is for their benefit, quite logical and natural 
that the local associations do in most cases, purchase 
their goods from their own organization, however 
they are not compelled to do so. Because of the 
better services they receive and because of the saving 
they receive, in most instances they do. 

MR. STAPLES: This is a good point, 

Me. Lloyd makes, Mr. Stewart. I tried to indicate 


that in the historical development which has taken 
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place the wholesalers or centrals were created by 
the primary societies which, of course, would not part 
from them. They are part and parcel of the same 
family organization. 

MR. STEWART: In practice I take it 
then that.the great part of the purchases made by the 
retail co-operatives are made from the wholesale 
co-operatives? 

| MR. STAPLES: Yes, I think this would be 
true. Maybe Mr. Fowler should comment on that 
because he would know the answers as far as the 
prairie provinces are concerned. 

MR. FOWLER: I should like to refer 
your question to our General Manager, Mr. Stewart. 

MR. D.E. STEWART: This is true, 

Mr. Chairman and Mr. Stewart. We earn our way with 
our autonomous retail associations that own our 
organization. We still have to earn our way. We 
have developed the type of service and supply them 
with the kind of merchandise and service which they 
require which, of course, earns their loyalty. At 
the present time we get excellent support from the 
retail associations because of that earned right 

to that loyalty. 

Now, as to the percentage of their re- 
quirement, thisis pretty difficult to measure because 
in our particular area the retail sales this year may 
be around $160 million whereas our wholesale volume 
would be about $100 million. However, we do not and 


cannot: handle every line of merchandise that may be 
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required by the individual members, so there is some 
purchasing: outside. I would suggest that all prime 
commodities that are used by the producer member, 

the farmer and by the people who grow the commodity; 
petroleum, feeds, chemicals, twine, farm supplies, 
lumber and so on; we are approaching the saturation 
point in regard to the loyalty of the retail co- 
operative associations. 

MR. STEWART: Well then, this may be 
a naive question to ask you, Mr. Stewart, because I 
imagine I can predict the answer, but when you are 
sellingto retail co-operatives, I take it that you 
would expect to be able to satisfy them and the price 
you charge them is a competitive price? 

MR. D.E. STEWART: Yes, the price must 
be competitive on the market place. This is one 
of the fundamental policies of consumer co-operatives. 
Insofar as possible the price should be competitive, 
so far as we can tell. 

MR. STEWART: Then dealing with the 
retail co-operatives for the moment, I take it that 
when the management of a particular co-operative is 
ordering inventory, ordering goods, he goes through 
the same procedure as a manager of one of his 
competitors outside the co-operative movement and he 
does his best to anticipate the demands of his 
customers for particular goods? He is not in the 
case of the co-operative in the position that he has 
advanced orders from members which he goes out to fill’? 


MR. D.E. STEWART: Yess thatndstcorrect. 
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You say "his customers". I would just modify that 
to "the members of the association". The retail 
manager of the association and his staff must do 
everything possible to ensure that the supply of goods 
is available for the member as required. Now, that 
means advanced buying because many goods are seasonal 
and so on. However, in arranging this we encourage 
the members to make advance bookings for many, many 
lines of merchandise such as petroleum, lumber, feeds, 
fertilizers. Many lines of merchandise must be 
booked in advance of the season in which they are 
consumed, so in estimating supplies naturally the 
manager or his staff must contact the individual 
membership to try to ascertain in many cases what 
ere requirements may be for the ensuing season. 

THE CHAIRMAN: Let me know when you are 
at a convenient spot Mr. Stewart, please. 

MR. STEWART: Yes, Mr. Chairman. 

When it gets to selling on the part of 
the retail consumer co-operatives, I take it that the 
general policy is to sell goods at prevailing prices? 

MR. DE. STEWART: ..Yes. 

MR. STEWART: When I say "prevailing", 
in that regard, I mean competitive prices. 

MR. D.E. STEWART: Yes, as nearly as can 
be ascertained, Mr. Stewart. 

MR. SIMON: May I make a comment here? 

MR. STEWART: Yes. 

MR. SIMON: One of the things that 


creates some difficulty when we are trying to compare 


om 
— . 


tsidt vith dent 2 § 
— oat qottsteoae sailie ee 
‘ob taum ‘tisde etd bas bie pee: & ah 


poog to vlaqua edd dedt omar ot efdtesoq gniddyreve 
tadt ,wolvl bertypet as todmom eds, ToT efdefitsavs et 
[anoeess 918 Bboos Vousn egusoed sniyud beonsvbhs ensom 
sgstvoone ew sidt antgasiuss at ~tevewoH  .oo o8 bas 
} ynem .yaem tol agantitood sonsvbs onsm ot avrodnem odd 
abset ,todml .musloideq es dove setbasdonrem ‘to aentl 
ed saum eatbasdorem to asall yosM .etestiitrst 
_— yond doidw mi nozees edd to soasvbs at bswood 
ont yfifexwdten seifqqua gaiismistas ar oa , bomvanos 
[eubivibal edd tesseoo tau Tista ald To t9psnam 
tedw goeso yasm at otadreses et yxd of qinaiodmom 
.roespa univans edd sol od wai ainenmetitupet stedt 

sca voy aedw worl sm tol :VAMATAHS FHT 
,eapalg .duswete .aM Joge tasinewioo £ JS 

mented .XM .peY ;TAAWSDS AM 

to vasq sdv ao gatifea ot e3ep tt asc 
ofig tedd tt solst I .eevidsreqo-oo tomuaenoo.listet ons 
Sagottg satiteverq 38 aboog {Lee ot at yotfoq Lerenea 

~eoY <:THAWETA .2.d om 

."gntitevssq" yse I neAW <THAWITS .AM 
.ao0tuq ovididegmoo msem I ,bseser dedd at 

meso 88 ULteen as .,aeY sTHAWATA .2.0 . AM 
.deewoese .aM ,bentssresas ed 

Soren Inemmoo s osm I yemM :MOMIG .siM 

-@6Y  :TAHAWETC .AM 

tsrit aenaidg oft to and © :MOMIaA .AM 


| STRGMOS od gatyxt o18 ow modw ydLvoltiib emos estseto 


ANGUS, STONEHOUSE & CO. LTD. 3474 
TORONTO, ONTARIO 


our wholesale operating costs with other wholesales 
that are non-co-operative is the fact that many of 
our members will come in and place an order for 
Sometimes new items; items which are not ordinrily 
stocked, either by the localassociation or by the 
wholesaler, and sometimes are in quantities that are 
not touched by the wholesaler, and we do endeavour 
to do this at the wholesale level and we also endeavou 
to do smaller than normal pack deliveries at the 
local associations. Thus we are involved in whole- 
sale because you realize that this sometimes does 
increase our costs to the point where our management 
in the wholesale complains because of this factor that 
we are trying at the wholesale level to satisfy 
individual demands. Now, percentagewise this is 
not very heavy put nevertheless it is a factor. 

THE CHAIRMAN: Before we move on might 
I just inquire as to the meaning of the word 
"competitive" as used by you? I presume it means 
in relation to one's competition; neither higher nor 
lower prices but equivalent, or the same price? 

MR. STAPLES: This is correct, but as 
Mr. Stewart points out, the going price is a little 
hard to ascertain under modern conditions of 
merchandising. 

THE CHAIRMAN : The attempt is not to 
undersell the competing stores particularly? 

MR. STAPLES: No, the attempt is to sell 
at the going price. 


THE CHAIRMAN: Yes. 
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MR. STEWART: Than the competitors of 
the retail co-operatives are, to the extent that 
they exist in a particular community, ordinary 
retailers, is that correct? 

MR. STAPLES: Yes. 

MR. STEWART : Again purely now in regard 
to merchandising functions performed, would it be fair 
to say that the merchandising function which is 
performed by the retail co-operative is the same 
as that which is performed by its retail competitor? 

MR. STAPLES: I think the answer is yes, 
but you can scarcely overlook the different relationshi 
with the customer because, Mr. Stewart, when one of 
the competitors of the co-operative, and perhaps one 
of the best examples I can think of, might spend a 
good deal on advertising in=the orthodox sense of that 
word yet the co-operative might spend little on 
advertising and more on consumer education or 
information to the members, or member meetings and 
this sort of thing. In a way this is not merchandising, 
but it is pretty closely related to it. 

MR. STEWART: In any event, if I were 
in Saskatoon and went into a co-operative retail as a 
non-member I would be treated in exactly the same way 
as a member of that co-operative who also came in? 

MR. STAPLES: Of course, except for one 
small thing, which appears to be small. When you 
were taking out your groceries unless the girl 
recognized you at the cash register you would be asked 


for your member number. 
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MR. STEWART: If I just said that I 
was not a member, then what? 

MR. STAPLES: Then you pay the price 
and disappear, but the price is the same as if you 
were a member. 

mr. McDONELL: Mr. Chairman, there is 
one point in this regard that is of value. The 
relationship of the member and the manager is somewhat 
different in that the member says what he wants and 
if he doesn't get the type of product that he wants 
he makes darn sure he gets a new manager whereas 
the private firm would not pay any attention to him 
unless he was really on his toes looking for 
business. 

MR. STEWART : Just to be sure I under- 
stand you there, are you suggesting that it would not 
be good business for an ordinary retailer to pay a 
great deal of attention to what a customer wanted? 

MR. McDONELL: Yes, but there is normally 
no set form for the customer to tell him in no un- 
certain terms, that is the private retailer,of the 
product he wants and how he wants them whereas in a 
co-operative, particularly in a rural co-operative, 
this is a very important factor. 

MR. STEWART: Well, you have more 
knowledge of this than I have but I must say I find 
it surprising, particularly in a rural community, 
if I were a shopkeeper, for example, and found that 
one of my steady customers was not satisfied with 


the line I was carrying that I would not pay attention 
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to that customer. I should have thought that I 
would always be conscious of the fact that the 
customer had a very effective sanction. If he took 
a dislike to my merchandising policies he could 
go some place else. 
MR. STAPLES: If he had some place else. 
MR. STEWART: He might have the co-op. 
MR. STAPLES: That is why they have them 
both side by side. 
THE CHAIRMAN: Mr. Stewart, I think we 
will adjourn now for perhaps an hour and a half, until 


2. Los 


---Luncheon adjournment. 
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--- On resuming at 2.15 p.m, 


THE CHAIRMAN: Itvisg*now 2.15. Mr. 
Stewart, are you ready? 

MR. STEWART: Yes, thank you, Mr. 
Chairman, 

THE CHAIRMAN: Mr. Staples, youware 
ready? 

MR. STAPLES: Yes. 

MR, STEWART: Now, gentlemen, before 
the break we were talking about the merchandizing 
operations of co-operatives. 

There is one point which I would like 
to refer to in part under that general subject and in 
part in connection with the capitalization of co- 
operatives. Theoretically I suppose it would be 
possible for co-operatives to'use their pricing policies 
to assist in the raising of capital? What I have in 
mind in this respect is this, that if we think of the 
producers co-operative it might pay less to its members 
for their produce, and in the case of the consumers 
co-operative it might charge its customers more for 
what it sold at the outset. That could mean that the 
spread in each case between the buying price and the 
selling price would be increased; and that spread could 
be used to increase capital by distributing the spread 
in large part through credits to members! accounts 
rather than in cash. 


Now, could I ask whether this is a 
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recognized technique in the co-operative movement for 
increasing capital? 

MR, STAPLES: I would think it would 
be helpful if you would phrase the question with respect 
to the consumers co-operative... 

MR, STEWART: Let me try to give you 
a very Simple example, You have a consumers co- 
operative. Let us suppose that we are dealing with 
toothpaste, It may be that the going rate for 
toothpaste is 28 cents or 29 cents. If a co-operative 
charges 29 cents for its toothpaste which it sells to 
its patrons rather than 28 cents there is an extra one 
cent there and this will go to swell the patronage 
refund which has ultimately to be paid; but if the 
patronage is paid not in cash but at least to a considerable 
extent through application to the members' account, 
the payment is deferred and then the co-operative is 
able to increase its capital for a period. 

MR. STAPLES: I understood the questio 
It was just that perhaps the answer is different in 
the case of the two different types of co-operatives. 

Let us take the consumers co-operative. 
I suppose the answer to your question is in the affirm- 
itive, since you made it a theoretical question, but in 
actual practice I think the people who operate co- 
operatives and who are here would say that they wouldn't 
last very long if they tried to charge more than the 
going price as a permanent policy. 

Mr. Fowler may have a comment to make 


on this question, 
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MR, FOWLER: I think, Mr. Chairman, 
the market price is the one that I would prefer. Lt 
is a fair statement, I think, that that is the practice 
which has been in existence in countries all over the 
world for hundreds of years; and if the going price 
is exceeded the difference is put into the patronage 
refund, if the co-operative needs capital it can, 
of course, get it from its members temporarily, or, 
on the other hand, it can get it from a bank. it 
can get it from its members temporarily by suggesting 
to them, or asking them, of their own volition, to 
prepare a bylaw, or by some other method, to open a 
capital drive. 

The method of obtaining it through 
these patronage loan laws is certainly a very efficient 
onecand a very equitable one, and this is why I think 
it has been adopted by co-operative people who are 
anxious to maintain its pattern, Eftyeu dem't do it 
that way you have a lot of expense and all that sort 
of thing. 

Some of my colleagues may wish to add 
or detract from that, but I would say, as Mr. Staples 
said in answer to your question, that theoretically 
the answer is Yes and practically the answer is No. 

MR, STEWART: It might be practical 
to this extent that surely in a consumers co-operative 
what is the going rate, or the going price, must be 
open to debate or argument to some extent? 

MR. FOWLER: Well, yes. That is the 


most difficult problem of merchandizing, whether it 
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is wholesale or retail, as to how it is established. 

This is one place where I think the 
co-operative has an advantage over the private 
competitor, in that the members of the co-operative 
are the policemen, I have gone into many co- 
operatives, and, as I say, they check on that; and the 
members come in and report on it. I have some data 
here on that. Some of them send members out every 
week with a list of a dozen articles, and they buy 
the list of goods. The member goes to every store 
and gets one. To illustrate the point, in store A 
an article in this list of goods was $36.33, in store B 
it was $37.02 and store C it was $36.77. Two of 
these are over $36 and one is over $37. These are 
three major chains in Canada, The co-operative was 
BS. O55 

One of the reasons that this is done 
is the claim that members make in that they say 
"You never have any specials. The other store gives 
us 5 pounds of butter if we purchase $10 worth of 
groceries." This is what we call a gimmick; and in 
store A the 36.33 is also 68 cents above what is 
included in these free items; which showed that this 
person was fooled. They thought they were getting 
butter for 20 cents. Actually, they were paying more 
than they would have at their own co-operative store, 

They do that every week; and everybody 
in the market knows that they have been supplying the 
three major chain stores. 


MR. STEWART: Let me ask a somewhat 
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related question Mr. Fowler. I will abandon for 
the moment the question in connection with whether 
consumers co-operative are able to use prices as a means 
of raising capital. But take the manager of the store 
you mentioned, He may well, I suppose, for competitive 
purposes, arrange his selling price at less than $36. 
This one, you say, was selling for $35.65. Would 
there not be a temptation to the manager to sell that 
article not at 36.65 but at $35.95, knowing that he 
was still under his competition, but also recognizing 
that the higher the price charged in the first instance 
then the better fellow he could make himself out to be 
when the patronage dividend came around, because he 
would have increased his apparent profit from his 
operation, 

MR. FOWLER; Frankly, I think there 
is a little tendency to get as close as you can, 
You get no benefit for your members by unduly reducing 
the price. 

I think you are from Scottish ancestry. 
I know one Scotsman who said to me: 
"They will damned soon forget what you have gi'en 
already, but they will remember for a long time what 
you ain't gi'ten them yet"! In other words, one of 
our arguments you will find is that in the co-oparative 
movment there is a difference of opinion. My own 
experience has been, over 30 years, that the best way 
to settle the merits of a co-operative is through having 
one's operation set up in a way that this is a way of 


life, and it is a successfully run business. 
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Therefore, I think, in answer to your 
question, that they will decide that we must have 
competitive prices and we must be able to demonstrate 
their economy; that the savings are incidental to our 
method of merchandizing; that they pay off; and when 
you do that you do it through the patronage refunds. 
This is visual evidence that the co-operative is a 
good thing. 

MR. STEWART: Let us switch from 
the consumers co-operative in those two respects to 
the marketing co-operative. 

MR. STAPLES: This is not so simple. 
I will need some help on this one. 

There are two types of marketing co- 
operatives. There is the one that buys and sells 
and there is the other which is the so-called agency 
type. 

There is no doubt in my mind that the 
marketing co-operative that buys and sells is operated 
at competitive price levels. It certainly could 
not operate any other way. 

If any of my friends think I am wrong 
on that you should hear from them, 

MR, STEWART: In other words, it 
would simply not be practical politically to pay less 
than the going rate to the customer. 

Have none of them got a captive market, 
Mr. Staples? 

MR, STAPLES: For the end product? 


MR. STEWART: Nes Tor... 
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MR, STAPLES; A captive source? 

MR. STEWART: Yes? 

MR. STAPLES: No; they deal with their 
members primarily; but certainly the members will 
often check with the competitors, 

MR, STEWART: You don't know of cases 
in isolated areas where a man really has no choice but 
to join the market through his co-operative? 

MR, STAPLES: Well, it is quite possibl 
this happens. It may be a fishing community, for 
instance, or that sort of thing; but I don't think it 
happens much. 

MR. STEWART: What I am getting at is 
this: Would it not, in such circumstances, be a 
recognized technique for adding to your capital, to 
increase the spread between what you paid your customer 
and what you are able to get for the produce? 

MR. STAPLES; No; the answer is that 
it would not be a recognized technique. 

MR. STEWART: I put that question to 
you on the basis that the objective was to increase 
capital, but if the objective was not to.increase 
capital but simply to maximize profits during the 
particular year through increasing the spread between 
what was paid and what the article was sold for, is this 
something that may well happen in particular cases? 

MR. STAPLES: Well, the whole principle 
ig one where you operate at the going price, to serve 
the member; in this case giving him marketing service 


at its proper cost; and it would be highly exceptional 
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for the co-operative to try to pay the member less than 
he would get somewhere else, 

I would like to call on Mr. Gibbinggs to 
make a few comments here. 

MR. GLIBBINGS: Insofar as grain 
is concerned you will be aware that the operating 
machines are established first of all by the Canadian 
Wheat Board for the grains that are handles by the Board 
and by the Grain Commissioners for the grains which are 
not, so that there is no possibility of any 
manipulation in that field. The canpetitive situation 
in this field just prevents this from happening. 

They must be competitive in these factors or they 
don't get the grain and they are out of business. 

But on the assumption that a member might decide to 
use that technique I assume that it could be done 

in a practical way. But they could be very easily 
frustrated, and, in fact, likely would be frustrated 
in their efforts when it came to the time when the 
surplus was re-distributed; because the members 
decide how it is going to be done, Ef btocould .be 
done -= and I have submitted that it could from a 
practical point of view, the objective might not be 
reached, because the members are going to make the final 
decision. 

MR, STEWART: There is the possibility 
that the amount available for distribution might be, 
say, 50,000 dollars, and by adopting this particular 
technique the amount available could be increased 


from $50,000 to $55,000 so that the total patrons 
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dividend would go up by 10%; and it may well be that 
the member would not accept in cash the same proportion 
of the $55,000 that he would be prepared of the $50,000? 

MR. STAPLESSs Of course, he might 
decide to take it all. tne Wecisionvigtnis. How 
much is in cash is the member's decision: 

MR. STEWART: Well, I have no personal 
knowledge, of course, of how your operations are carried 
out. It simply struck me that thege techniques are 
theoretically available in your operations and i was 
interested in inquiring whether or not they are used 
to any extent; and Il take it that the concensus of 
opinion herevig that they are not used? 

MR. STAPLES: Thatetseright. 

MR, STEWART: Well, now looking at 
these marketing and merchandizing activities which the 
co-operatives carry out as a whole and comparing them 
with the corresponding operations which are carried out 
by the competitors of the co-operatives, it would seem 
to me that there is no essential difference, first of 
all, in the way the co-operatives purchase products, 
to the extent that they do purchase them, and the way 
they sell them to -- well, I was going to say: To 
the extent they sell them, But whether they are 
marketing co-operatives or consumers co-operatives they 
do sell products. Have you any comment on that? 

Is there any essential distinction in the buying and 
selling: process? 

MR. STAPLES: No; there is no essential 


difference. 
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MR, STEWART: And by the same token 
it has appeared to me, as we have gone along here, that 
there is no essential difference in the pricing policies 
of the co-operative on the one hand dnandtt competitors 
on the other, 

MR. STAPLES; Mr. Stewart, in your 
previous question you said "The co-operatives who 
purchase ,". and I took this to apply to the so-called 
agency type which has rather a different system. 

MR, STEWART: On the agency basis -- 

I am glad you mentioned this -- when the function of a 
co-operative is not to purchase butto act as an agent 
for its customer and provide, perhaps, certain services 
for him; there, again. tis there any ‘essential difference 
between their handling procedures -- the agencies'! 
procedures -- and those which are provided by its 
competitors? 

MR, STAPLES: I think, in «the typical 
case, there would bes an essential difference; leaving 
out for the moment the amount that is involved here; 
but the co-operative doesn't buy the product at all 
in the ordinary ‘sense. In other words, what is paid 
to the member for his milk, we will say, is not a price; 
it ie an initial payment. Tice, Im thimlcacks dhe 
essential difference in the terms you are using. 

MR. STEWART: Let us compare... 

THE CHAIRMAN: Mr. Stewart, you are 
being offered assistance from Mr. houde. 

MR. HOUDE: I want to be sure that 


you are questioning about the essential differences in 
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function. I was thinking in terms of driving a car. 
When I drive my own car I am driving the same as any 
taxi driver drives, ‘but-welare not doing itafertthe 
same purpose. I drive for myself and he drives for 
his own living. I am trying to find out what you 
seek with this question of function. 

MR, STEWART: Il am not directing 
myself, Mr. Houde, to the question of for whose 
benefit these operations are being carried on. L quite 
concede that the benefit of the operations of the 
co-operative goes to the members of the co-operative, 
and in that respect there is a distinction between a 
co-operative and the ordinary corporation. In the 
ordinary corporation the benefit of its activities 
ultimately goes to the shareholder. I am well aware 
of that. I am on, I think, another point.. 
Granted that there is a distinction between. the 
beneficiaries of the operations, in what respect are 
the operations themselves different? Mr. Staples 
was saying just now that there may be an essential 
differen ot In the case of the agency co-operative 
I quite agree that there is a difference between 
the agency co-operative and the marketing co-operative - 
that ig, the title may not pass in the case of the 
agency, whereas it does In the case of the marketing 
co-operative which buys the goods. But what I am 
seeking to’ compare, really, is... Let us take the case 
of the Wheat Pools on the one hand and one of the 
line elevator companies on the other. Are the 


services -- the handling services and other services - 
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provided by the Wheat Pools different in any way from 
those which are provided by the line elevator companies? 

MR. GIBEINGS: We try to make them 
different’; 

MR, STEWART: What is the essential 
difference? You may strive to be more efficient. 

MR. GIBBINGS: Yes; and supply a 
better .service. But.you.are correct in. that 
essentially we are performing the same function, 

MR. LAIDLAW: The essential difference 
is that in. a co-operative transaction, whether it is 
in buying or selling,..it.is not. a complete transaction 
at the time; whereas the buying and selling.in the 
other..context,.from.the point.of.view of the.person, 
the.client,.erethe customer, it is a complete trans- 
action; and that is the essential difference. 

MR. STEWART: Well, yes; there.again 
I think we are back on the question of who ultimately 
benefits from the operation that is carried on. 

THE CHAIRMAN: I,didusteguite. under - 
stand the meaning of "complete". 

MR. STEWART: What I think was being 
Suggested is that in the case of the wheat pools, for 
example --. and let us deal with the Canadian Wheat Board 
what the farmer gets when he tenders his wheat at the 
elevator is an initial payment and he ultimately gets 


other payments. 
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Perhaps I had better take another example. Let us take 
a produce which is not complicated by the existence of 
the Wheat Board. 

MR. LAIDLAW: Fish would be an easy one. 

MR... STEWART : Let us take the case of a 
fishing co-operative where the fish are actually 
purchased by the co-operative and are resold. There 
the member gets a price and when the sale occurs he 
will ultimately get another payment. If this is done 
on an agency basis, I think your point was that what 
he gets when his fish are delivered to the co-operative 
is in the nature of an initial payment and ultimately 
he gets another payment. Is this a distinction 
between the agency type and where the co-operative acts 
as a principal? 

MR. JOBIN: Even when you buy it is not 
a complete transaction because there is a patronage 
dividend at the end. 

MR. STEWART: I think this gets down to an 
analysis of just what this patronage dividend is in 
this case where the co-operative has acted as a 
principal. Is it reasonable, where the co-operative 
has acted as a principal, to say that the amount which 
is received at the end of the year or after the end 
of the year in respect of the operations for the year 
is another payment on account of the sale price to the 
member; have we not got to the point where that is 
simply a distribution of a portion of the over-all 
profit of the co-operative? 


MR. McMASTER: Let us take a producer 
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co-operative which operates in the manner you suggest; 
that is, buys and resells. Even at the time of the 
buying there is an underlying contractual obligation 
on the co-operative to deal with the result of the 
transaction as it moves on to the ultimate purchaser 
of the goods in a manner still accountable. It is 
not a final settlement of what is going to be paid. 
There is really an underlying agency contract -- 

not an expressed legal one perhaps, but there is an 
underlying agency contract which does not exist with 
the merchant who buys and sells. 

MR. STEWART: It may be that there is a 
distinction here between what happens in practice and 
the strict legal position, but it does seem to me that 
when you have a co-operative with, let us say 500 
members all of whom are selling a particular product 
for resale, it is granted that under the terms of 
the by-laws and other governing documents the co- 
operative is going to account to the particular member 
for everything that the co-operative ultimately has 
available for distribution in respect of its 
operations for the year. It is going very far to 
say that what the member gets in the following year 
by way of a patronage dividend is strictly a part of 
the: sale price of his product. Let us suppose he 
sells a particular shipment for $100, at that time 
he has alienated his interest in that produce; but 
he knows that in due course after the co-operative 
has finished dealing with his produce and everybody 


else's produce that if circumstances permit he may 
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get a further payment which may amount to 2 per cent 
or whatever it may be of his sale price of $100. But, 
is this not a distribution of an over-all profane 
rather than a distribution made pursuant to the 
charter and by-laws, one which the co-operative may 

be required to make? It seems to me that is 

arguable whether it is part of his sale price. It 
seems to me it may be really, when you get down to 

it, a distribution of his share of the profit. 

MR. McMASTER: But it is distinctive to 
the transaction when he sells to a member who is 
a dealer in the product, because when he sells to the 
dealer he has no prospect of anything further. I 
suggest in the case where he sells in a buy and sell 
arrangement with his co-operative he has either an 
expressed or implied understanding, if not a contract, 
that he may expect something more if a balance 
results in the sale of that product. 

THE CHAIRMAN: Whatever he gets later on 
may or may not be related to a particular trans- 
action, If it is not related to the particular 
trnsaction, it is more in the nature of a profit, I 
would think, than the adjustment of a price. 

MR. MeMASTER: There is an element of 
pooling in this which is agreed to in many co-operative 
enterprises, and that is where you have products of 
Similar quality. 

MR. STAPLES: It seems to me we are not 
giving sufficient emphasis to one basic consideration 


here; that is the reason the member set up this 
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co-operative in the first place. The reason it was 
set up in the first place in many instances was to 
get a marketing service at its proper cost. They 
wanted to take their product, shall we say, further 
along the road to the consumer and save themselves 
some money in doing it and eliminate, as they see it, 
some of the costly middleman services. Whether they 
get it in the first payment or in the last payment, 
it really does not matter very much. It seems to me, 
Mr. Stewart, that when you used the term "agreement", 
you really answered the question, because the co- 
operative does not have this in its own right. 

MR. STEWART: This is something we will 
have to consider further at a later stage. The 
question is whether it is the profit of the co- 
operative which is then distributed or the profit of 
the members right through. I do not want to prolong 
that point. 

Let me go back to what I was attempting 
to do earlier and see if I can put it to you in this 
way. Leaving aside for the moment the question of 
pricing, when a marketing co-op buys a product and 
resells it, let us assume there may or mar nat be 
some intervening processing, if buys it in the same 
way as one of its competitors; it processes in the 
same way as its competitors and sells it in the same 
way as its competitors. Are we agreed on that? 

MR. STAPLES: This could happen, yes. 

MR. STEWART: When it comes down to prices 


it is going to pay for the product it buys, then 
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subject to this point we have just been talking about 
as to whether or not the final payment is a further 
payment or actual sales price or distribution of 
profit, its initial price is determined in the same 
way as its competitors. When it comes to sell it 
sells in the open market for the best price it can 
get. 

MR. STAPLES: Yes. 

MR. STEWART: And when it comes to sell 
it seeks to make the maximum spread it can on what 
it has sold. Do you agree? 

MR. STAPLES: Yes. 

MR. STEWART: I suggest to you that 
in the case of the consumer co-op -- and I am coming 
back to the other type of marketing co-op -- in the 
case of the consumer co-op the situation is exactly 
the same, that it buys; it may buy basically from a 
wholesale co-op, but it does buy in the same way as 
its competitors;it sells in the same way as its 
competitors;its pricing policies are the same or at 
least related to those of its competitors and it 


naturally seeks to buy as cheaply as possible and make 


the maximum profit just as its competitors do. Is 
that a fair statement? 

MR. STAPLES: I would think so. 

MR. FOWLER: There is a lot of 
similarities and.some of them have been outlined. 
They may have the same make of cash register; we may 
assume a lot of things are similar; a lot are. I 


would like to refer to one or two things in our brief’; 


citar ot 


| Ca. 

yous 3atMist need Jaut, evsd sw tabog atdte os tootdue 
seddsut 8 at tnemysq Lentt oft tom to tedtenw ot as 
%o noltduditdath so eotiq eelea [autos 10 tremysq 
amee ont nt bemtmredsb al solrq [sittin edt .drterq 
+t [foe o¢ aomoo dt nedW  .atrotidequod ett as ysw 
mh dt sotaaq deed ot sto? Sexism nego ord at effoa 
.t93 

.asY sef.IIATA .AM 

{fee ot agmoo Si nedw hod sTAHAWETS .AM 
terw mo afo ti bssxqe mumixser ert evs ot exooa Jt 
| Yosigs voy of -bLoea asd Jf 

-goY 2QmIGATS .AM 

tsdd soy og gasague I oTHAWATA AM 
goimos me I fas -- go-o0o Temenos ent to seso- edd al 
add at -- qo-oo guivexrses to eaqyt tedto sid od Mosd 
yitosxs ak moitsudie adv go-0o Temuamos edd to Seso 
s mort yifsoiasd yd yem di payed df vedd ,.omse an? 
as yew emes ont mt youd eso0b tk dud .qo-oo slseslonw 
avi gs Yow smBe odd af effea thiarosiseqmoo ast 
32 %O omse ong ons aetotiog gntoiag asrearoonsegmes 
dE bas atotiteqmoo avi to ssodd ot betsiexr tasol 
rism bas efldtaaoq as yigserno as yed ot andeoe yifsidsn 
el .ob stotidegqmoo adi as saut titorq mumixsm ond 
Sinsmotate sist s Jsdd 

.o@ Hatdd Ofvow TI :BH1GATEG .AM 

to sof s ab oxsAT :AGIWOWY .AM 
.bontisuo ased evsed ment to smoa bas esittisiimge 
ysm ew ;istatpen daso to sxusm emBe sit evs ysm ysdT 
L .ou8 Jol s ixsfimba sas agnidd to dol & Ssmuaes 


-toind avo al egntdd ows 10 oro od ustexs o¢ sHil biluow 


> 
: 


ANGUS, STONEHOUSE & CO, LTD. 3495 
TORONTO, ONTARIO 


the first is Appendix I. On the question of 
economics there are things that we have: set out in our 
advertising and some of our competitors are copying 
these. One of our men who belongs to an advertising 
club had an advertising man come up and say that 
co-ops are leading the way. In the consumer topics 
we are trying to bring saneness into merchandising. 
I know that this is not universal. We have a problem. 
We have been painted as the big bad wolfe, that we 
are running things, and sometimes I wish this was true. 
We have given one or two instances and we can give 
more where we have introduced a product that is 
better value for the consumer and means less margin 
and less volume for the co-op. I think this is a 
very important difference in the operation. Our 
motive is different. When I was manager of a 
refinery I bought the lubricating oil. I did not 
know too much about it, so I went to university and 
found out what was good oil. I bought the best oil 
I could buy with, of course, the best technical 
information I could obtain. I could have purchased 
a lot of oil with almost similar specifications and 
at a lower price and the member would not have found 
out about it too quickly; but he would have found out 
in time and I would have been in trouble. All our 
buyers have that sort of incentive. They keep out 
of trouble by buying and getting the best volume they 
can. 

We had an interesting experience in 


respect of feed manufacturing. We had technicians who 
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were animal husbandry men; they liked animals and 
wanted to get the best feed they could for us. We 
had the pleasant experience of a feeder coming to us 
after exhaustive tests of feed and saying to us 

that they got the best gain per pound from our feed. 
For this reason and because our buyers and our people 
cannot possibly profit by the kind of practices we are 
trying to lead away from, they put out a good feed, 
and this is the result. 

I get kind of wrought-up on this 
assumption that there are a lot of similarities. Then 
there is another thing; this question of the code 
of ethics. There are such things as these knives 
and forks in the soap box. We just have to sell 
some of them, but we have turned down a lot of these 
deals. In some of the co-op stores it is thought 
that these things are really too rotten to be handled. 

MR. STEWART: This has been very 
helpful, but I take it that what you are saying is 
you consider that the techniques or methods you 
refer to constitute good merchandising basically? 

MR. FOWLER: Yeo." i tire 
competitors adopted the same methods and techniques 
they would probably do better in the long-run. The 
only point I have been trying to explore here is 
whether essentially there is any real difference 
between the operations of a retail co-operative and 
one of its competitors. 

MR. BLAIR: Possibly a lot of the 


difficultyhere is in defining the word "essential". 
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MR, STEWART: One usually does have a 
problem with definitions. 

MR. BLAIR: Having listened to the 
discussion I think obviously these different 
merchandising organizations buy and sell and price 
their products in certain ways and do the 
bookkeeping at the end of the year and arrive at 
certain financial results. In the concept which you 
have been advancing, and this might be the beginning 
and the end of the transaction, they are similar up 
to that point. I think what the witnesses have been 
saying is that so far as the co-op is concerned it 
is. takinga step further, The essential co-operative 
transaction includes the final distribution of the 
gain in accordance with patronage. 

MR. STEWART: I think there is perhaps 
more than that. You consider that the co-operative 
is more closely identified with its customers . than 
the average retail store would be? 

MR. STAPLES: To say "more closely 
identified", is to underestimate this. It is a legal 
relationship. Maybe in our thinking sometimes we 
carry the principle of limited liability a bit too 
Par, 

MR. STEWART: I might concede that the 
co-operatives have performed a very important role as 
far as their members are concerned and I know that they 
intend to perform it. I am concentrating on what may 
be only a limited part of their activities. 


THE CHAIRMAN: Mr. Stewart, I am a little 
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1 confused as to what is the main purpose of our dis- 

y. cussion at the moment. Where are we attempting to 

3 lead? You have pointed out similarities in the 

4 operation:and in the practices. I think I see great 

5 similarities in the objectives and I see differences. 
6 Mr. Fowler mentioned some. But they are both working 
7 towards the economic gain of their owner. in’ one 

8 case it is their patrons and in the other case 

9 the shareholders. It may be that in the case of the 
10 co-operative they do think beyond the economic gain; 
11 certainly they contribute greatly toward the 

12 communities and members. I think their contribution 
13 has been on the economic side generally -- a better 

14 standard of living, a better means of earning a 

15 livelihood. I would think the similarities go a long 
16 way. 

17 MR. STEWART: Mr. Chairman, you: ask 

18 what all this is leading up to. It is really leading 
19 up to what you just mentioned. We have two types 
20 of organization; the co-operative on the one hand and 
21 the ordinary corporation on the other. They are both 
22 doing substantially the same thing and are operating 
23 for purposes of economic gain. At a somewhat later 
24 stage in our discussions we will naturally get to the 
25 question of whether for taxation purposes there 
26 should be a differentiation between the two types. 
27 MR. STAPLES: May I comment on the 
28 Chairman's remarks? As I understand it he suggested 
29 that one of the many similarities is the fact that both 


30 .a co-operative and an ordinary company serve its owners). 
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This is true; but this is only part of it. As 

Mr, Stewart indicated in his example this morning 

of .the $5,000 man and the $1,000 man, the co-operative 
really serves its users who happen to be and must be 
owners, but the user interest is not the paramount 
interest. 

THE CHAIRMAN: I thought I said that. I 
said the owners in the one case are the patrons 
and in the other the shareholders. 

MR. STAPLES: It is not as owners they 
are served but as users. This. is a sharp distinction 
in our minds. The owner of an ordinary company 
who may have $1,000 in stock presumably gets ten 
times as much in dividends as the owner who has 
$100 in stock. The owner in the typical co-operative 
who has $100 to put in shares or member loans will not 
receive a substantially greater amount and pays no 
greater total than the man with $1 or $2 
in there. 

THE CHAIRMAN: Your real owners must be 
your patrons, because your shareholders are the people 
who put up beyond their patronage a small amount of 
money. I think you really are thinking of those 
people as lenders of funds rather than as owners 
sharing in the profits. 

MR. STAPLES: But the point I am trying 
to come at is the surplus in the co-operative is 
distributed substantially -- in some cases entirely 
but not always -- in proportion to the patronage and 


to a very, very limited extent, if any, in proportion 
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to the investment. So, there is a sharp distinction 
between investor owned and the co-op. It is sort of 
blurred if we think of the ownership interest as being 
the paramount one. It is the user interest that is 
the paramount one. 

MR. STEWART: Thank you, Dr. Staples. 
Just to complete this branch of the questioning, may I 
deal for a moment with the agency co-operative? 

This is a co-op that does not do any 
buying; it acts as an agent for its members in relation 
to the sale of their produce. Now, the co-op provides 
certain services and I take it that the services it 
provides are essentially the same as those that are 
provided by its competitors? 

MR. STAPLES: It might be. 

MR. STEWART: The charges they would make 
for their services in the first instance at any rate 
will be the going prices in the particular industry? 

MR. STAPLES: The charges that it makes 
for its services? 

MR. STEWART: Yes. 

MR. STAPLES: The spread required. 

MR. STEWART: We are talking now about an 
agency. Let us take again the wheat pools. 

MR. STAPLES: You mean the cost of wages, 
rent and so on? 

MR. STEWART: I was thinking more of the 
handling charge it may make for the services it renders. 

MR. STAPLES: If it is on a commission 


basis it would be the same rate of commission and this 


72 = ns ieee Senne! ts 
rr At Re a be MEO 


 * - 


" - 


noidenidabs crsde & et eredd 08 . Inomtasvent eae 


Pa. 2 


40 Brow at 31 .qo-oo Sit bas bertwo todsevat moowted 
eer as desrsdnt atdeienwo adv ‘to sintdt ow ti beruwid 
st dsdt tesrotnt roau ont ef $I .9nd tavomsrsq odd 
.onmo Srmvomeisq sii 

-astigsve .12 .voY wrist :TAAWATS . AM 
[ ysm ,aninolseoup eit to dotexd efdd oteLamoo od saul - 
Sovlisieqo-05 Yoruess ody Adtw tremom s tot Iseb 

yos ob ton agob Jedd qo-09 & at aidT 
otdsfet ai arodmen att tot dnogs mS as ntos Ji ygatyud 


nebivotg qo-oo eft .woll .voubomq afedd to ise end ot 


+? nooivaca edd gens dt onst T bas esotviss mi sSII99 — 


evs edd seed es omsa ond yifsfineass ors eobivo1g 
farodiseqmoos ati yd bebivoig 

.od ddatea 32 :ORIGATS .M 

exem bivew vent aegrsdo oT : PRAWE'TE . aM 
eter yas Js sonstant destt ett mt seotvies tiers 01 
Syataubat selvottasa odd nf esotxg antog ead ed Litw 

sexiem dL dsdd asarsdo sAT - :BEIIATS . AM 
Saootwiee edi tot 

.20Y :THAWETA .AM 

,boxiupe: bserga odT 2AmIGATS . AM 

as juods won gnixiist es eW :THAWATe . fil 
.afood dsedw edt atsgs svet ay val .yonegs 

,2egcsw to teoo ent asem wor 12h1GATA . AM 
fone o8 bas Inet 

sdt to som ganitenids esw I :THAWATA .AM 
arebasy di asotvis2 wilt 46% exsm yem df eprsedo gaifpnsd 


noteatmmoo & no.ai JF IT sOMIUAT2 .AM 


ae a Oe Be es Oe een eke) 6a eee ar taut VB Peirce >P stead 


“ . 


a 


a 
- 
ti. 


2 


ANGUS, STONEHOUSE & CO. LTD. 3501 
TORONTO, ONTARIO 


kind of thing. 

MR. STEWART: Yes. Again, however, there 
is the fact, I take it, that if a particular producer 
deals with a co-op he will be charged a certain 
commission or a certain amount for services rendered; 
but he may expect and hope that at the end of the year 
there will be an over-all gain from the operation 
which will be returned to him to some extent. Whereas 
if he deals with a non-co-op, this does not happen; 
the charges that are made to him are final charges? 

MR. STAPLES: Typically, yes. 

MR. STEWART: Now, I would like to go to 
a different -- 

MR. McMASTER: May I suggest that possibly 
this is not a description of an agency co-op? This 
may be one type of agency which would be co-operative 
if what it is doing is charging maintenance, but the 
other type, and I would say the most predominant one 
in any producer field, is the one where the product 
is sold through the co-operative association and the 
co-operative association therefore is liable 
to pay the gross proceeds less the cost of operation. 
What these costs of operation are in the period cannot 
be determined until the end of the period. It is a 
little different than your description of an agency 
co-op as being one charging a commission. It just 
would not fit into the reality of the situation as we 
know it in British Columbia, at any rate. 

MR. STEWART: Well now, in that type of a 


case is the situation basically this: The producer, 
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1 the salesman or whoever it may be, turns his produce 
2 over to the co-op on the basis that it will be sold 

3 by it? Presumably he gets an initial payment when 

4 he turns it over or shortly after that. 

5 MR. STAPLES: That is correct. 

6 MR. STEWART: And then ultimately there 
7 is an accounting to him of whatever the co-operative 
8 receives for that amount of this particular product 

9 less his proportion of the expense which it incurred 
10 in connection with its operations? 

11 MR. McMASTER: Basically, yes. 

12 MR. STAPLES: That is correct. 

13 MR. McDONELL: There are many of them that 
14 are mixtures of both. They receive the product 

15 from their members in advance and then will make an 
16 interim payment, the final payment, and also have 

17 later on a patronage dividend. So they are all 

18 mixed. 

19 MR. STEWART: I find that last instance 
20 extremely interesting because there you end up with a 


patronage dividend whereas in the case Mr. McMaster 
was referring to there was no patronage dividend at 
Bit). 

MR. McDONELL: I mention these cases 
because there is a very vital distinction between a 
dividend and final payment. There is a slight legal 
distinction, but in plain economics no distinction 
whatever. 

MR. HARDING: May I say something on this? 


There were some remarks made, Mr. Chairman, regarding 
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the distribution of the final payment. In the rules 
of the Fishermen's Co-operative which we entered as 
an exhibit this morning you would find that the 
distribution of the proceeds of the sale, after making 
the advance payment, is very carefully worded. We 
can deduct the expenses of operation but we have to 
keep a very careful accounting by species and by 
nature of handling. The final payment is made 
according to each species. I think Mr. Carter 
suggested that ifthis distribution did not take this 
into account it could be deemed more as a profit. 

But this has to be followed carefully and it means 
that at times our final price for one species of fish 
may be below what our competition is paying, because 
our competition does not have to follow this method. 
We find this very often. We found this last year 

in respect of halibut; we were below the price paid 
the year before. We sell the species, deduct 
expenses and the rest is distributed. 

THE CHAIRMAN: You are simply saying that 
you keep the books by species and your patronage 
dividend applies to the species? 

MR. HARDING: Our final payment. 

THE CHAIRMAN: Mr. McDonell said there 
was a very thin line in some of these cases between 
patronage dividend and final payment. I would have 
thought the line was clear. I would have thought that 
the patronage dividend is in effect the distribution of 
something much more coarse than that of the whole or 


of a large sector of the whole and it did not relate in 
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the same way to the articles as the final payment. 
Am I correct? 

MR. McDONELL: No. The final payment 
is a rough estimation, in any cases I am familiar 
with,after the product has been substantially sold 
of what is going to be available. You have to wait 
and find out dete your expenses are and you make 
yourrfinal settlement at the end of the year after you 
get your allocation between species. You have 
something left over which is called patronage 
dividend. 

MR. STEWART: Would it not be the case 
in Prince Rupert in Mr. Harding's co-operative that 
the final payment,so-called,would have to be diverted 
until after the end of the year? 

MR. HARDING: Well after. We hold the 
fish in storage for a good year. 

MR. STEWART: So it would appear to me 
that you are accomplishing the same purpose. You are 
calling that payment a final payment. In actual 
fact it represents or includes the same element that 
in many other cases would be called the patronage 
dividend? 

MR. STAPLES: That is correct. 

MR. BLAIR: Just a moment. I think we 
have to be very careful to realize that we are not 
talking about a single type of operation but are 
talking about a multitude of different types of 
co-operative transactions. What may be appropriate 


and apply to what Mr. McDonell has said may be 
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something which has no relevance to what Mr. Harding 
is talking about. I think that is the reason I sort 
of offer this caution. I think what the people in 
Prince Rupert call a final payment is a final payment; 
the final cost of this business of acting as agent 
for their. members in the sale of fish. There may be 
other problems in connection with the handling of 
products in the co-operatives to which Mr. McDonell 
refers that makes it necessary for them to adopt 
another technique. 

MR. STEWART: But I suggest that if 
one of Mr. Harding's species is salmon and he lumps al 
his salmon transactions together, in computing the 
final payment, the final payment that a particular 
fisherman receives in respect of the salmon he has 
delivered reflects the results of the operation of 
that particular co-operative in respect of all salmon 
sales. So that when you say it is a final payment 
in respect of that particular species, this pooling 
concept has come into operation and you are getting, 
I think, in the final payment,something which 
represents the over-all experience of the co-operative 
in relation to transactions in that particular 
species. 

MR. BLAIR: That is undeniable. 

MR. HARDING: I might say, Mr. Chairman, 
we had 32 pools with an average of 16 species in each 
pool. 

THE CHAIRMAN: Are the patronage divi- 


dends broken down too? 


7 
sales 1M tsdy ot. pee eee 

oa I aoaset edt ef tesdd Actas I ava eatinee i et 
nt efqosg sav tsadw detest I -attoltuss aidt sstto to 
oaysq isntt s et taesrysq Jeatt 2 [iso Jsequé eontad 
regs a8 anitos to aasaianud ed to taco. iain ody 
J ysm onsadl .dett to 9lsa.edt at exedmom torts r0Tt 
to anifbssd ert dtiw aoldeenmes ak ameldotq tonto 
“[fenodoM .oM dotdw of eevidstedo-oo emt mt atovbord 
Scobs od ment tot yasagoosn Ji gsevsm tsdd are tTot 
,euptrnioss sedtons 

t gedd deogaue I dud = TAAWETS 1AM 


eomul sf fas momise at setoeqa e'gntbrsH .aM to so 


edd aaitwomoo at .seddeged enottosansitd somise eld. 


ssfuotineqg s ted¢ dnomysq Isnt? odd. .sasorysq fsntt 
esc on momisa ov to toeqeet at sevieoes asmisdelt 
to cotdstsqo edd to atlyaot ent atosltes berevifeb 
omfsa (fs to tosqasy at evitsieqo-oo isluotiseg Jerlt 
taomysq [snit s et tf yee voy aedw ted?) of .eefse 
aatloog afdd .astoege usivotiusgq dadd To dosqaet nmi 
.eaftiissg sxs uey bas actisireqo otmh -emoo asi dqeonos 
doldw gutiddomee, tnemysq Lent? end ot). datds I 


tisieqo-o2 ald to ssasiasegxs Ifse-seve sdt atneasiget 


isiveidisg tsdd at anotjosansit ot notisflet at 


.gelooge 
.ofdstasbay at tsa [ATARI . AM 


<asmtisd .aw .yse tdatm I :DALGHAH. .AM 


iosg mi aotosge Of Io sgstevs os Agviw aleog SE ben sw 


.Loog 


-ivib sgsceitsq ody stA :WAMAZAHD SHT 


eos swob asdord abaeb - 


~ 


ANGUS, STONEHOUSE & CO. LTD. 3506 
TORONTO, ONTARIO 


MR.. HARDING: Excuse me; these are not 
patronage dividends. 

THE CHAIRMAN : Then I can put my question 
positively. We will assume you break it down in. 
two species, one halibut and the other salmon. The 
halibut makes a profit and the salmon makes a loss; 
but the halibut profit exceeds the salmon loss, so 
at the end of the year there is a patronage or a 
dividend. Do both kinds of fishermen get a dividend 
or just one? 

MR. HARDING: Mr. Chairman, I am sorry 
to disagree with your example. It would not work in 
our oganization. The way we work is we have two 
fishermen each bringing in halibut and another one 
bringing in salmon. We may make a payment which is 
well below what it may sell for, so there is very 
little danger of any loss on that advance payment. 
The fish is sold, the expenses are deducted and both 
fishermen receive a payment. Now, how you would 
measure whether it is a profit or loss, I don't know. 
If that particular fisherman wanted to compare it to 
what a brother fisherman solid it to a competitive 
fishing company for, he might figure out that he made 
a loss on halibut and the other fellow might figure 
he made a profit on salmon. But we sell it, deduct 
expenses, and he gets the remainder. 

THE CHAIRMAN: It was a poor example I 
chose. 

MR. BLAIR: Mr. Chairman, this may not 


be the appropriate time to introduce a legal 
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distinction, but the law has distinguished between 
these transactions. In the instance where you are 
operating what is called an agency type co-operative, 
where the co-operative simply handles the products of 
its members, then the law as it now stands says that 
this is a co-operative which does not earn income. 

On the other hand, if the co-operative continues its 
business on a different basis and buys and sells and 
arrives at a position where it has a gain which is 
distributed through patronage refunds, then the law 
as it stands now does say that a taxable income 
exists and it can be reduced by the amount of the 
patronage refund. So when we talk about these 
things we are really talking about two distinct types 
of co-operative operation. 

MR. STEWART: Perhaps this question 
should be asked of Mr. Harding or McMaster. Is the 
Prince Rupert Fishermen's Co-Operative in relation 
to its fish-handling activities treated as an agency 
co-op for tax purposes? 


MR. HARDING: Yes. 


ovivsisqo-o9 egyt Yomegs ms. ‘pofiso ef tsdw antisteqo 
o etoubouq sad gefbasd yLamts eviseusqo-o9' sat erordw 
jen¢ aysa ebasta worn ti 8s wal ect sont <enodmoa Bot 
-emoort muse tom aeob dotdw evitstsqo-oo"s al aint 
adi geunttnos svidsteqo-oo edd tr .basd ‘rerito edd a0 
bes affoee bre avid bas atasd dretsTitth 8 ao eaernieaud 
at dofdw atsa 8 sed gf exerw noliteog s te soevints 
vel ect mnedd .abnavtet ogsnotysq daguotdd besudtasalb 
emoomt efdsxet s tedd yea as0b wom abnsta Ji as 
ont ‘to tauoms edt vd beorbet od nso ti bos etelxs 
seodd twods Aiad ow sedw 02 .bastex systror?s¢ 
soqyd dontteth ows dwods gnialisd yilser sms ow agatiud 
.qetisisqo evitsiaqo-09 ‘to 

notsaeup eifd eqsixed  <THAWHTC AM 
ent al .tedeasMoM xo amthbush .sM to bodes ed bivoda 
‘gotésior nk evitdseteqd-09 e'nomredall trequAl eonhtd 
Youess oc es bedsett astityhvos goiibasi-debt ett og 
Seszoquyg xse sot “ostee 


| _ » oe ‘ my i 7 A iG 4 7 vii 


ANGUS, STONEHOUSE & CO. LTD. 3508 
TORONTO, ONTARIO 


MR. GRANT: Mr. Stewart and Mr. Chairman, I may 
Say that what gives me some concern in this matter is 
the fact that we can accept agency principles without 
question in the case of marketing coops up to the point 
where you make your initial payment, there is no doubt 
about that. The Commission which is charged for handling 
the product is absolutely justified. Then it comes to 
the point where you want to distribute something that is 
available for distribution. Now, take for instance 
an abatoir, something of which I have a little knowledge-> 
If a man is a shipper of hogs to the abatoir, he may 
be selling his hogs at a time when hog prices are very 
low and the cooperative abatoir may lose money or not 
make operating charges on that particular shipment of 
hogs. Later hog prices rise in the same year. The 
overall operation at the end of the year shows a profit 
or they show a surplus, let us call it. Now, when it 
comes time to distribute that surplus, it is my 
impression that the man who sold his hogs when the price 
was low is going to come in for a share of the money 
which has’ come into being as a result of a price 
increase, a. strengthening. He is going to come into 
it on the basis of his proportion of sales, and this is 
where it seems to me the agency principle breaks down. 
I think it is a rather vital point. I do not know 
whether you wish to address yourself to that subject 
Or not’. 

MR. STAPLES: Perhaps more than I will have 
to address myself to that, Mr. Grant, because it is a 


very good question and there is a great deal of 
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importance in this area of the discussion, 

I want to state the principle in a very generai 
way and I am sure some of my friends who have practical 
experience will want to elaborate and I hope they do, 

We have to have regard to the purposes in mind. 
The farmers in Nova Scotia, or many of them decided they 
wanted to market their hogs through an abbatoir, They 
wanted to market their pork aS pork rather than as hogs, 
so to speak, It. just is not practical for each farmer 
any more to kill his hog in the woodshed or down the 
cellar, wherever_he used to do it. He decides that his 
neighbour and he will create a packing plant to do it 
fOr. Nim; Inevitably when he comes to that conclusion 
he has to accept in some degree, whether he understands 
it.or not, the principle of pooling because you just 
cannot follow a hog through the plant. You.could get 
most parts of its carcus back, by the by-products would 
be lost and.it.would not be an efficient operation. The 
principle,of pooling. has a great deal of ramifications. 
It may. be that in pooling because of time, as you 
suggest, prices go up and down. This will mean. he will 
get more or less for his hogs, but the members of this 
organization are convinced, or were convinced that in 
the total overall they would get more for their hogs 
than they would have got before, This is the principle. 
I think it needs to be understood clearly. Of aourse 1t 
is impossible to operate an agency coop in terms of 
what. is suggested, but it is not impossible and is being 
done on a large scale to the satisfaction of the members 


who operate these cooperatives on the principle of 


ahve yrev & ‘iat abpionle ori eal ie fny 


~~ a 5 


teotdostg oved oflv abaetii ya to stfos sive ms t bas ven te 


~ 


‘ob yerld eqod I bas edetodsie oF dno Litw eonetxeqxe |, 


atm at eeeog7Kd aid of bisg9t oval og bide ow 
end: bebLooh mead io vism to es svoK at axomre? oT I 
yedt .awhetdsdds as Aguyowlt egod aledd gvexdisam of bosisw | 
agen ee edd usnidst ANegq 86 Ateq xz~tsAazg Jowism oc besnsw 
emret doses tot feolyjoang gon af tent 3T sega od 08 
eid nwob ro beneboow eid at god eld [itd oF stom yas 

te tandt esbtogb oF Ji ob oc Bsaw se tevetedw ,ts{leo 
ti ob of tnsiq yartwosq & irciien Iitw ed bas avodiption 
sotaufocoo tadd o¢ asmoo of monw yldetivenl .mtd x02 
ebasvevedns off teddedw ,setgeb smsoa ant tqeoor of esd on 
gent voy eevsosd gutioeg to sigtontag eld . 700 to Jt 
399 DIwoo oY .Ineiq ont riguondt god s wollot gonanso 
bivow adouboug-yd edd yo ,Hosd euozss sit to eot6g véeom 
aT ..datistseqo dustottts as ed goa blyow tf bas taol od 
.adotdeotitme: to [seh tse1 s exe gatloog ‘to eigloatag 
yoy as ,suid To samebad gatioog at tert od yem IL 

Liw ori asem Liftw eft .awob Bais qu og sain ~veoggue 
eins to on eit gud ,agod sid tot eeel to ei0om Jog 
ai gens beontvaes etew zo ,beontvaes ets soldssinsyt0 
agon teri? tot stom geq Plwow yordd Llaveve Ieto?d eft 
wigtoatagq srid at atdT .stoted Joy even bivow yeris nscy 
fF eensoo 10 8 .¥laeelo beotarebay ed o¢ abeon tt aintds I 


to emist mi gooo yoriege as stexsgo od eldtseoqmt alt 


ifed et bos eidtesoqmi Jom ak 3f tud ,betsennwe at tsdw 


szodmem eid to nolvosietise odd ot sisos sgisl s ao enob 


- to elgtoniag odd no govidateqoos 2599s 27 gyage conte | 


ANGUS, STONEHOUSE & CO, LTD, 35. LO 
TORONTO, ONTARIO 


pooling, and operate them practically and efficiently. 

MR, GRANT: I follow you entirely, but I am 
wondering whether or not the agency principle looses its 
force as a result of the agreement of all members to 
pool whatever may turn out to be some money for 
distribution, 

MR, STAPLES: Well, now, maybe some of my legal 
friends need to answer this question, but it does not 
seem.to me to fly too seriously in the face of the 
principle of pooling to suggest that we could pool it as 
a group, as it wre. 

MR, STEWART: The principle of agency. 

MR, STAPLES: I'am sorry, the principle of 
agency. Surely we could have an agency to process and 
market our hogs, not just to process and market this 
one and that one. Sure ly that would be impossible. 

MR, GRANT: I am only raising the questions, 

MR. BRANNICK: I think when Mr, Harding was 
speaking he spoke of his Prince Rupert area having to 
have thirty-two pools in a year. In the lower Fraser 
Valley they have periods where they pool, probably a two 
week period of pooling where the price has not much time 
to fluctuate. I believe that would answer the 
Commissioner's question, I think this would apply to 
beef and pork, but the pooling periods in such a 
ease as’ that is’set over a-certain: period. Mr. Harding 
said they had thirty-two different periods in Prince 
Rupert. I know in the lower mainland potato deal they 
have different pooling periods according to whether the 


price is likely to fluctuate such as in the spring when 
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early potatoes come on, and so on during the year. This 
does not take place at times when prices go up and down 
because they have these pooling periods. 

MR. GRANT: It is quite conceivable that under 
that sytem one could overcome any breach which might 
occur inthe, agency principle. 

MR. BRANNICK: Yes. 

MR. GRANT; Then at its worst it would be 
confined to a relatively small period of time ? 

MR, BRANNICK: Yes. 

MR. GRANT: This would minimize the breach, 

MR. BRANNICK: Yes, but thirty-two during the 
year would. be almost one e very week. 

MR, McMASTER: I wonder if I could suggest 
that there is a difference which has to be recognized 
here between an entity and the cooperative itself and 
the members. Really a pooling operating is something 
that the members agree to between themselves. It is a 
mutual proposition, This agreement expresses their 
mutual. contracts or their mutual subscriptions and 
agreements to pool. as between the members. [It 18 not a 
regulation, as it were, of the cooperative, It is not 
the cooperatives money, it is the members money and the 
cooperative distributes it as the members have 
contracted it should be distributed among them. I think 
this concept has to be kept in mind. 

THE CHAIRMAN: I think we might break for 
something between five and ten minutes, Mr. Stewart. 
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THE CHAIRMAN: Mr. Staples, are you ready down 
there? 

MR, STAPLES: Yesopetr: 

MR, STEWART: Now, gentlemen, I would like to 
come to a different subject and that is the question of 
the growth of cooperatives in Canada. In order to bring 
out some of the information that I have assembled on 
that subject I wonder if we could look in the first 
instance at the joint brief and at the tables which 
appear at the back, some of which I should iike to 
mention. 

First of all from Table 5 I observe that -- 

THE CHAIRMAN: Mr. Stewart, I am sorry I have 
not got Table 5. 

MR. STEWART: It is well at the back. 

THE CHAIRMAN: I have it, yes. 

MR, STEWART: I observe from Table 5 that at 
the end of 1961 there were 2,868 cooperatives in Canada 
and the total number of members was 1,626,000. Am I 
correct in that, Mr. Staples? 

MR, STAPLES: Yes. 

MR. STEWART: Then going back to Table 3 you 
have set out there the number of members in particular 
cooperatives, That is, you classify cooperatives 
according to the numbers of members and if I deduct from 

the total the first two classifications, which I take 
it are under one hundred, and there are 1,253 which are 
apparently under one hundred, and then there are another 
620 between one hundred and two hundred, I take it, and 


the total of those two in any event is 1,878. ces 
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subtract that number from the total of 2,928, which 
appears toward the bottom of that column it would appear 
that there are over 1,000 cooperatives in Canada at the 
present time which have more than 200 members each, 
would that be correct? 

MR, STAPLES: That looks to be correct, sir. 

MR, STEWART: -Then going back to Table 5 for 
a moment, I observe from the righthand column that 
the total amount of business done, and I take it this 
is dollar volume, by the cooperatives in Canada in 1961 
aggregated 1,470,492,000, would that be right? 

MR, STAPLES: Yes, 

MR. STEWART: Then going back to Table 4, I 
notice that here again we are dealing with dollar volume 
of business, and if I take the first three classifications, 
which are under $25,000.00, between $25,000.00 and 
$50,000.00, and between $50,000.00 and $100,000.00, 
there are roughly something over 1,400 cooperatives in 
those three categories, and if I subtract the total of 
the first three from the figure shown again back way 
down, 2,688, it appears that there are only 1,200 
cooperatives in Canada, or there were in 1961 only 
1,200 cooperatives in Canada which had sales in that 
year of $100,000.00 or more? 

MR. STAPLES: It looks to be that. 

MR, STEWART: Now then, this does not appear 
in the tables but I think from the reading that I have 
done in these briefs it might be fair to say that some 
at any rate of these cooperatives are carrying on a 


large scale and complex operation? 
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MR. STAPLES: That's right. 

MR, STEWART: And I also would like to have your 
reaction to this, Would it be fair to say now that 
when a new cooperative is formed, if it requires 
financial assistance it is much more likely that it 
will be able to obtain that assistance now than it would 
have been some years ago because the movement itself 
has. become better established and there are, as I 
understand it, many cases where the older cooperatives 
have been willing to assist newer cooperatives 
financially to get them on their feet. 

MR, STAPLES: Wel11,I think Mr, Stewart it is 
fair to say that but that is by no means the whole 
story. There are a great many cooperatives -- well, I 
should not say a great many, but perhaps a substantial 
number of cooperatives in Canada that would not exist 
presumably if they had not been helped or not received 
the help from the government at one time or another. I 
think all the governments of Canada perhaps assist 
cooperative development because of its social value, and 
perhaps because of its economic value too, and this 
help has come from the federal government and provincial 
governments, The far north is a good example of this 
at the present time. I do not have any figures as to 
whether the interest of governments financially in 

cooperatives is increasing or not. I am not sure. 

This is one source of financial assistance to 
new cooperatives that should certainly not be 
minimized in many provinces. It is also true that I 


do not know of any source of funds for cooperatives, 
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government or otherwise, that would be available to 

them to any substantial extent on the basis of, shall we 
Say, charity. The loans that were given to cooperatives 
from outside sources would be expected to be repaid, and 
it would be assumed that they would be repaid, and the 
members would have to provide a sufficient amount of 
financing on their own in share capital or otherwise 

to give this some security. 

Some of the large new cooperatives that have 
started for instance in Canada -- take for example the 
cooperative abbatoir in Halifax which seems to be a 
good example of this, where these farmer members -- I 
Should call on Mr. McEwen for this, put up a large sum 
of money and the government provided twice that much 
more, or something like that, Mr. McHKwen? 

MR, McEWEN: That's right. 

MR. STAPLES: I suppose that help in another 
line of business in another part of the country might 
conceivably have come from some cooperatives, but it 
would not come unless there was interest and security 
behind it, and that does have to come essentially from 
the members, 

MR. STEWART: Yes. I was in no sense 
suggesting that if one cooperative loaned money to 
another this is to be regarded as charity. I was simply 
trying to break it down and, as I understand it, one 
cooperative is perhaps likely to go out of its way to 
help another cooperative if it needs assistance? 

MR. STAPLES: Since the cooperative movement 


is larger than it was, Canada's economy I suppose is 
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larger too, but since the movement is larger than it 
was there would be more money available in total to 

Spread over more places. It might not amount to any 
more assistance. 

MR, LAIDLAW: I think it should be pointed out 
that the assistance performed in one part of the country 
would be much more substantial than in another. For 
example, a consumer cooperative starting in Newfoundland 
today would be in a far different position from one we 
will say starting in Saskatchewan so that the situation 
varies greatly from one province to another, 

MR, STEWART: I See, 

MR. STAPLES: Mr. Stewart, could I comment 
on this? Perhaps I am anticipating something, but I 
would like to comment on one or two of the figures you 
mentioned in the tables. 

MR, STEWART: I wish you would. 

MR. STAPLES: One is sufficient. This Table 
No. 5 the total for 1961, and I think you drew our 
attention to the volume of business including other 
revenues in 1961 as being $1.47 millions? 

MR, STEWART: Billion. 

BR. STAPLES: Billion dollars, £ aa sorry. 

This figure is not incorrect as far as we know, but it 
does include everything. It includes the value of the 
produce handied by the large marketing cooperatives 
even though some of it is just on a commission basis. 
The volume of wheat handled by the wheat pools is in 
this figure. I am not suggesting it should not be, but 


this is the basis on which this set of figure is built 
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and in a sense it would be correct to say that -- I am 
using them only as an example -- the wheat pools are 
Service cooperatives, existing on a service fee per 
ee I am sounding as if.I am trying to minimize the 
size of the. cooperative movement, but these figures have 


to be processed a bit before they show really.a true 


picture, | 
.. MR, STEWART: Yes..Well, most figures do, Mr. 
Staples, : | 
MR. STAPLES: That is the point I wanted to 
make, 
MR, McDONELL: Just to enlarge on those 
figures -- 


THE CHAIRMAN: On Mr. Stewart's figures? 

MR, McDONELL: These figures include the value 
of the livestock that are auctioned through the acution 
market, 

MR, STEWART: I think the point you are making 
now will may be more material when I come to some of 
the otha figures, but I would like you to comment on 
this situation before going to those figures. I should 
like to refer to page 9 of the joint brief and I want 
to draw your attention to some statements which are 
made in sub-paragraphs (b), (¢) and (d) of paragraph 14, 
In the first sentence of sub-paragraph (b) you say that 
cooperative marketing activities are concentrated at 
the assembly level and have not grown in relative 
importance in post-war years, Then ihn paragraph (c) 
you say that cooperative purchasing still occupies a 


small part of the national total and is concentrated 
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largely in the field of farm supplies, and then you go 

on to say that exact statistical comparisons are 
impossible but that available figures indicate that the 
cooperative share of the total business is at the level 
of about 2 per cent of total retail sales. Then at 

page 10 at the end of sub-paragraph (d) you say that 
cooperative wholesale sales have grown only slightly in 
the post-war period in relation to the total wholesale 
Sales, Now, I have been looking in connection with 

those statements at certain tables and editorial comments 
which appear in this article by Professor McIvor, which, 
as you know, is entitled "Recent Growth of Canadian 
Cooperatives’, I have a copy of this article before 

me. In Table 1 which appears on page 3 he sets out 
certain information with regard to marketing and merchand 
ising cooperatives in Canada. Then at page 19 in Table 
13 he deals with marketing sales of cooperatives and 
others. He deals with the question of marketing sales 
and cooperatives as a percentage of Canadian cash 

income from the sale of farm products, 

Now, I won't attempt to recite adil these 
figures but in the last two columns he indicates this, 
that in 1947 the cooperative marketing sales were 29 
per cent of Canadian farm cash income whereas by 1960 
that percentage had risen to 35 per cent, so there was 
an increase from 29 per cent of the total to 35 per 
cent which is an increase of 6 percentage points or 
Something over 20 per cent. 

Now, that column relates to all cooperative 


marketing sales, and then his final column deals with 
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the cooperative marketing sales leaving out grains. 

On that basis the percentage was 23 per cent in 1947 

and it was 28 per cent in 1960 which is an increase of 

5 percentage points or again something over 20 per 

cent. Now, that has to do simply with marketing. I 

do not know if you happen to have those figures available 
but if so -- I see Mr. Biair is again indicating that 

you have -- would you challenge those figures at all? 

MR, BLAIR: Mr. Chairman, I do not think that 
the figures are capable of being challenged, but the 
question is: What use you make of the figures. We deal 
with this whole question of the statistical comparison 
of cooperatives and non-cooperative farm marketing at 
pages Al4 to A16 of the main brief. This is Appendix 
A. 

MR. STEWART: Well, I am well aware that you 
do that, Mr. Blair, but I do not think you have any 
figures of this exact sort. I do not think you have 
figures of the sort I have just mentioned from Dr, 
MeIvor's articte, 

MR, BLAIR: No, but we comment on this type 
of figure. 

MR, STEWART: Well, the comment you make, if 
I remember correctly, is that this is the same as the 
point which was made by Dr. Staples and Mr. McIvor a 
few minutes ago, that in your compution of coop 
marketing sales you take in --- 

MR. BLAIR: I think the main point we make in 
this regard is summarized in paragraphs A31 at the 


top of page Al6. 
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The situation which is faced here is, I have 
been advised, and have found out from my own investigation, 
that the statistical series are maintained by the 
Government of Canada in each agency for different 
purposes. There is a statistical series which is 
entitled "Canadian Farm Cash Income", This represents 
the dollars which farmers receive at the farm when they 
sell their products.. Then there is another statistical 
series, to which Mr. Stewart referred, and which is 
referred .to.in.Table.13.at.page.19 of McIvor's article 
which is called "Cooperative Marketing Sales", so that 
immediately one sees that you are dealing with two 
different transactions. You are comparing sales which 
marketing cooperatives make to third parties with the 
prices which farmers receive from marketing cooperatives 
and their values at the initial levels. Now, I am 
advised and this is stated in our brief at paragraph 
A31 in,particular, that.increasing in,.recent.years. these 
two comparisons have got out of Ine because there is 
more and more involved all the time in the processing 
of food products, preparing them for marketing. There 
are very few products now which go to market which do 
not represent another final processing, a considerable 
amount for labour for packaging and so on. There is a 
tendency, therefore, in comparing cooperative marketing 
Sales with Canadian farm cash income in these various 
commodities to continuously overstate the cooperative 
operation in the market. As a result of that I am 
advised that the economics division which, prior to. 


1960, prepared the series to which Mr. Stewart 
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refers, has now suspended it because they felt that it 
no longer is meaningful. 

THE CHAIRMAN: Mr. Blair, your point is that 
now there is more what you might call value added to 
foodstuffs than there was before comparisons are not 
valid, but they would only not be valid if the value 
was added only to one category and not to the other 
category? Is that in fact what has happened? 

MR, BLAIR: No. I think if you were going to 
make a proper comparison, Mr. Chairman, and we do 
undertake this comparison at various stages in this 
presentation, you would compare let us say the value of 
marketing sales by cooperative creameries as opposed to 
Sales by other types of creameries. What Mr. McIvor 
has done is to compare the sales by cooperative 
creameries with cHaMAnicd by farmers of their products. 

THE CHAIRMAN: You said that is not a fair 
comparison because there is a greater markup in dairy 
products than there used to be because of other things 
done to the product, is that right? 

MR. BLAIR: That is correct, and I think it is 
statistically demonstrable that that is so. It of 
course comes out quite clearly in some of the details 
which we have prepared in this brief where it is shown, 
for example in McIvor's tables at one stage, that the 
cooperatives share of dairy marketing which is based on 
comparing cooperative sales to farm cash income and has 
arrived at what is called the percentage of 42 per cent 
whereas, if you compare cooperative dairy sales with 


the sales of all dairy enterprise you are still under 
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MR, STEWART: Now, Mr. Blair, I do not know 
that we can profitably spend much more time on this 
particular Table 13 but I simply wanted to point out 
that this at any rate is Mr. MceIvor's ‘ presentation of 
the position. 

MR, BLAIR: We say with respect and with a 
great deal of vigor, because these figures have been 
widely quoted, that they are not properly constructed and 
in order to say, aS Mr. McIvor has said, that the 
cooperative business has increased, and he says by 
20 per cent or & per cent within the time limit that 
he fas given, he is not able to demonstrate it from the 
data which he has provided and other data which is 
available shows that that is not the case, 

THE CHAIRMAN: What is the result based on other 
data? Is iitt here? 

MR, BLAIR: Mr. Chairman, we might perhaps 
take Table 19 as a typical table. Now, this table 
shows that in three important categories where cooperative 
properly engage in the processing of primary products, 
and in the case of livestock the cooperative share has 
declined from 2.5 per cent to 1.6 per cent. In the case 
of dairy products it has declined from 26.2 to 25.3. 

In the case of fruits and vegetables it has declined 

from 2.6 tote. 3% There are unfortunately not complete 
figures available on all of these products but these 

are the only natural products I am instructed where 

there is any significant degree of cooperative processing, 


so we are able in this area to take the D.B.S. figures 
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which deal with manufacturing in general and the 
cooperative share of the manufacturing to show what the 
cooperatives share is. 

MR, STEWART: Well, Mr. Blair, I might just 
observe in passing that it is very difficult to reconcile 
your Table 19 with'the Table 3 in Mr. McIvor's article, 
and it may te that they are dealing with different 
things but taking livestock alone you show in Table 19 
in the year 1957 a figure which I guess is $12,368,000.00 
as the cooperatives share and Mr. McIvor's figure is 
$199 ,849,000.00 so I do not really think, Mr. Chairman, 
we can settle this particular argument here. 

MR, BLAIR: Now, Mr. Chairman, I think this 
is important and this is the point we are trying to 
make, I think it is important to understand what 
figures we are ehOKERs about. In Mr. McIvor's figures, 
which we cite at other places in our brief, is included 
all the business which cooperatives do with livestock; 
the auction of livestock and so on which was described 
today. What is included in Table 19 is simply the 
livestock which is processed and finally sold by 
cooperatives. 

COMMISSIONER PERRY: With the exception of 
those 1949 figures there, If read correctly the figure 
for the gross selling value of livestock is $697 billion. 

MR. BLAIR: Mr. Chairman, I was afraid someone 
would ask about that. 

COMMISSIONER PERRY: It is not the Chairman 
this time. 


MR, BLAIR: I was afraid someone would ask this 
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question, 

COMMISSIONER PERRY: Well, it is a good 
question, 

MR, BLAIR: We could just strike off the last 
figures. 


COMMISSIONER PERRY: It is an error? 

MR, BLAIR: Oh, yes. The last three figures 
should not be there, This obviously from 1949 for 
both dairy products and fruits and vegetables. 

THE CHAIRMAN: For 1949 in the three cases we 
can take off the last three figures in both columns? 

MR, BLAIR: Yes, 

COMMISSIONER GRANT: It is to be noted, Mr. 
Blair, that that declined between the years 1949 and 
1957 but there has been an improvement in the three 
years from 1957 to 1960 in each case, which might 
indicate that you have cleared out any unprofitable 
detail? 

MR, BLAIR: I think, Mr. Grant, it would be 
wise to have some other person answer that. Just from 
looking at the statistics we have just made selections 
from various years. They appear to me that they have 
an up and down feature to them, There does not seem to 
be any long continuing down or up trend. 

COMMISSIONER GRANT: Which would indicate 
improved management? 

MR, BLAIR: We hope so. 

THE CHAIRMAN: I would think that Mr, Stewart 
has said that we might move on from the figures. 


Perhaps looking at the figures is a job for our staff 
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which might receive assistance from the staff of the 
organization, 

MR, STAPLES: We would be glad to help if we 
can, 

MR, STEWART: I will not go further into the 
question of marketing of coops. I would like to draw 
your attention, however, to what McIvor says on the 
question of merchandising coops, wholesale coops because 
you might have some immediate comment that you wish to 
make, 

In Table 3 on page 5 of his article he sets 
out sales volume of marketing and merchandising cooperatives 
in Canada in certain years, and on the latter half of 
the page he says, or purports to say that in 1947 the 
sales of merchandising coops in Canada amounted to 
$127 millions whereas in 1960 they amounted to $362 


millions, which is an increase of almost three times. 


Now, of course, that increase of three times does not 
mean anything for our present purposes if the 
corresponding figures for the country as a whole 
increased by the same amount, but McIvor deals with the 
question editorially on page 24 in his article and he 
says there that, and the first part I imagine you 
certainly would agree with, that statistical comparisons 
are indeed tedious. He goes on to say that they serve 
to establish two main points. First of all, in 
particular areas of merchandising as, for example, food 
and fertilizer, hardware, lumber, clothing and home 
furnishings represented in the growth of cooperative 


sales have substantially exceeded those in the whole of 
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Canada and second that at the present stage of 
development, total cooperative merchandising sales 
represent a very small but obviously increasing 
percentage of total Canadian sales in comparable 

areas. Then there is a footnote there which is erin 
effect that he doubts that the figure could have 

risen by the end of 1960 to more than three per cent, 
but that three per cent figure is, of course, materially 
in excess of the 2 per cent figure that I think is 
mentioned in one of these briefs. It may be only one 
percentage point higher but it is 50 per cent higher. 
That is what he has to say about consumer cooperatives. 
I do not know whether you would like to make any 
comment at this stage on that or not. 

MR, BLAIR: Mr, Chairman, again it is a questio 
of using different peatederea? series, and I think 
essentially it is a matter which statisticians could sort 
out, but I hope you will not mind me taking a minute to 
record our views because these figures and these 
statements have been widely quoted, and we are of the 
opinion that they are very erroneous and misleading. 

This matter is dealt with at pages 10, 11, or 
9 and 10 of our main brief. It is also dealt with at 
pages A1l9 and 20 in Appendix A. 

Perhaps some members of the Commission will 
feel that we refer to it overly frequently at other 
places, 

THE CHAIRMAN: Of course you have got tables 
in there, seven and others which set out figures? 


MR, BLAIR: Yes, Mr. Chairman, so far as we 
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think the figures can be meaningful, subject to the 
qualifications which we have had to put on them, 

Now, Mr, Chairman, the situation with regard 
to the statistics can be summarized thusly. The 
Department of Agriculture through its Bureau of 
Economics receives detalled reports each year from 
cooperative organizations in Canada, and those reports 
for cooperative sales are broken down into various 
categories, That is to say, how much petroleum we 
sell; how much food we sell; how many groceries we 
sell and so on, Cooperative sales are normally broken 
down for statistical purposes into commodity groups. 

On the other hand, the Dominion Bureau of Statistics 
which keeps the record of all retail sales does not 
break oe down in this way but rather by reference to 
establishment, These sales are related to stores whose 
main business is that of selling groceries, hardware 

or clothing and so on, so that if you compare cooperative 
sales as listed by the Economics Branch of the Department 
of .Agriculture for say groceries with the sale of 
groceries through grocery stores by D.B.S. you are 

Simply not comparing the same kind of thing. That is 
one problem, 

The second problem is that many of the 
most important cooperative sales are what are called 
bulk sales. They are sales of feed, of petroleum, of 
commodities of that type in bulk, and these I 
understand are not regarded as retail sales in the 
statistical series maintained by D.B.S. With those 


two basic qualifications in mind it is possible to make 
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comments on comparison of growth, For example, if it 

is said that sales of hardware as retailed through 
cooperatives has grown out of proportion to sales of 
hardware through hardware stores immediately you get 
into the problem of what have been happening to hardware 
Stores in general. Are hardware stores now increasing 
their hardware or are they not increasing as 

a result of more shopping centres, discount houses and 
those kind of things, So, if a cooperative entered 

the business of selling hardware at a period when all 
these other factors were taking place there is bound to 
be a grave over-statement of their hardware sales. The 
same thing I think can be stated to a greater or lesser 
extent in respect of all these statistical comparisons, 
They are not valid because they are not all accurate, 

No matter how they are prepared they are all bound to over- 
state the importance of cooperative sales, 

THE CHAIRMAN: Well, the amount of over- 
statement, if it is an over-statement, or the amount of 
increase, anyhow, between the end of the war and now 
seems to me greater than stated by Mr. Stewart. 

MR, STAPLES: He has only taken Mr, .McIvor's 
figures which only went up to 1960. 

THE CHAIRMAN: But on your table, Table No. 7, 
I take it 1945 or 1946 was the right one, 95 million? 

MR, STAPLES: Up to 426 million, 

THE CHAIRMAN: Something like 44 times, and 43 
times is certainly more than three times, It seems to 
me, with respect to all the reservations you place in 


there that it must be a great deal more than that in the 
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retail trade, in proportion. It probably I suppose 
would be borne out by what you say at page A21, that 
this is up from 2.7 to 2, --- 

MR, BLAIR: I am sorry, Mr. Chairman, the 
figure you were using as the base here, is it Table 7? 

THE CHAIRMAN: Yes, I was looking at 1946 at 
the bottom of the page, from 95 million to 426,275,000. 
Then I said it was getting close to 43 times. It is 
not quite 43 times. but 4.3. or 4, I think. 

MR, BLAIR: I would suggest respectfully that 
this is the total figure and the relevance of that 
total figure .is where it is significantly out of line 
with the growth of retail sales in general which in 
our submission is not the case, 

Moe SPAPIES:» -AswuE indicated }oMr. Carter, in 
that little historical review of mine, the cooperative 
movement, speaking very broadly, got going in the 
purchasing consumer field at a later stage so we started 
from what is really a small position, It is still small. 
Two or three per cent is small. This is the thing that 
has to be taken into account, The rate of growth may 
seem high but the volume of business we handle in total 
is very small, 

MR, STEWART: . Perhaps what precipiated all 
these questions was the fact that you have stated here, 
or given me the impression that the rate of growth was 
slighter than the. national.average. 

MR, BLAIR: May I just say a.word, Mr, Stewart? 
I do not think we said that. Did we not say rather that 


it has not grown beyond the national average? 
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MR. STEWART: I think perhaps in respect of 
cooperative purchasing I was wrong. When you were dealing 
with marketing you said it had not grown in relative 
importance. When you were dealing with cooperative 
purchasing you simply said it still occupied a small 
part. ‘If it’is’ the case that* that part'has increased 
from-e-per cent’ to'3 ‘per’ cent It “is~sttil a 50°per cent 
increase in proportion, 

MR. BLAIR: Mr. Stewart, this is why we have 
to get into this terrible statistical squabble, because 
actually we are dealing with peanuts where it is 2 per 
cent or 3 per cent, 

MR, STEWART: Of course, Mr. Blair, when we 
get up to $3 or $4 millions a lot of people would not 
regard that as peanuts. 

MR, Bret I am just saying it is not a 
large percentage. The reason why we have to make a 
such a point about what we are talking about is that 
the argument against -- not against us, but the argument 
is put that we have grown tremendously because we have 
grown from 2 per cent to 3 per cent. Now, we have to 
then ask everybody concerned to look very very carefully 
at the premises upon which these figures are founded 
because if we are correct in our analysis then the 
growth has not been of that order. 

MR, STEWART: Quite so, 

MR. BLAIR: We respectfully invite that study 
from that standpoint. We do not accept Dr. McIvor's 
figures, 


MR, STEWART: Let me go on to wholesale just 
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for a moment because I do not want to belabour this 

but it may very well be a matter for the statisticians. 
You say on page 10 that cooperative wholesale sales 
have grown only slightiy in the post-war period in 
relation to total wholesale sales, Now, at page 25 

of McIvor's book he has a short sentence which seems 

to be completely contrary to what you say here. He 
Says that in relation to the growth in the total 
Canadian wholesale trade, and he says this is from 

1953 to 1960, a rise in the trade of the cooperative 
wholesales has been tremendous. Now, granted again 
that starting from a small business, and that may be 

an explanation, but as regards the wholesales he started 
in 1953 and not in 1947 and in the table on page 26 of 
his book he gives figures with regard to particular 
classifications of commodities for the cooperative 
wholesales and the total Canadian wholesale trade, and 
to take the first one, which is groceries, he says that 
in the seven year period of coops grocery sales, that 
is the wholesale coops, they went up by 207 per cent 
whereas the total Canadian wholesale trade in groceries 
went up by 60 per cent, Take another one. I am not 
prepared to read them all, but take one which may or 
may not be a good one; flour, feed and fertilizer, 

The coop wholesale trade sales went up in seven years 
by 106 per cent whereas the total Canadian wholesale 
trade went up by only 13 per cent. Now, he may have 
taken items here, I don't know, in which the coops 
concentrated their sales, but generally speaking the 


rate of increase on the part of wholesale coops is 
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Several times that rate of increase in the wholesale 
trade generally. Again, are these figures suspect 
as far as you are concerned? Where do we stand? 

MR, BLAIR: We have commented on these figures 
at several states in the brief, paragraph A-46 at page 
A-24, I think that after I have made one or two 
observations it may be helpful to have comment from 
people in the wholesale business, 

There has been no contraction of the cooperative 
wholesale functions such as may have occurred in the 
wholesaling industry in general. As to groceries, I 
am looking for the figures in the brief where we deal 
with that special problem in respect of groceries which 
was dealt with by the Royal Commission on Price Spread, 
where it is said that --- 

MR, STEWART: About the growth of the chain 
store, you mean? 

MR, BLAIR: Yes. 

MR. STEWART: That is at the top of page A25.. 

MR, BLAIR: In A22 there is a statement on 
the amount of food sales from cooperatives which shows 
that it has not significantly increased since the war, 
remaining at 2 per cent, 

AS to these other categories, there are 
problems in evaluation of these statistics which come 
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1 whether, the commodity classifications, flour, feed 


2 and fertilizer, for example, which is used in the 

3 co-operative wholesale statistics, arc’ compared with 
4 the ‘same ‘category used in the 'D.B.S. statistics. 

5 what is included in the item, machinery, hardware and 
6 equipment. In the two series we have really no 

ri knowledge how this table by Professor McIvor was 


8 prepared. Our suggestion is that the growth in co- 


9 operative wholesale relative to the rise in the whole- 
10 sale in Canada has been quite modest. We use the 

11 figure in our own Table 26 suggesting that the co- 

12 operative percentage has risen from 2.4 to 3.6, but 

13 we are careful to say this is only a rough figure 

14 because again we are comparing unlike statistical 

15 theories. 

16 THE CHAIRMAN: That is a very large 


17 figure in the five-year plan. 


18 Mn. Oonens L Know 1. Is, 

19 THE CHAIRMAN: That is 50 per cent. 

20 MR. BLAIR: We are not very sure, 

21 Mr. Chairman, that this is an accurate figure. We have 
22 Simply put it in the submission and I have mentioned 

23 it now only in order to give you some idea of the 

24 aditficulties Freee are enountered in comparing relative 
25 rates of growth. 

26 THE CHAIRMAN: Well, it tends to confirm 

a7 the other figures, does it not? If during the five 

28 years the wholesale co-operative had grown seven per 

29 cent it means the total wholesale trade was 15 per cent, 


which seems to bear out the rest. 
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MR. STAPLES: I think there is a factor 


here, Mr. Chairman. I am not sure I can express it 
clearly. I would like Mr. Fowler to comment also on 
this question. In this time span we roughly are 
discussing there has been a big change in the 
agricultural industry in Canada, many big changes. 
That is a tight remark, I realize, but lines of 
business like fertilizers, livestock. feed; the 
manufacture, processing of livestock feed and even 
the use of spray materials and insecticides; all this 
has increased tremendously. These are lines of 
business in which the farmer himself has become 
vitally interested so to some extent they developed 
along with the development of the co-operatives. 
That is to say that they were lines of business that 
lent themselves to activity. The farm supply co- 
operatives were ready and anxious to get started 
in that way,keeping the interest of the members in 
mind. They wanted them to use better fertilizer 
and more feed and the like. It may be that this is 
one factor that explains to some extent the increase 
in wholesaling. This is the kind of product which 
was handled through bulk and there was quite a 
concentrated organization in locals because of the 
nature of the members! need, and it was relatively 
easier for co-operatives to merchandise needs like 
this efficiently and in large volume. 

I think this might be a factor, because 
this kind of product can add up quickly in dollar 
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I would like Mr. Fowler as the chief 


wholesaler to comment on this question. 

MR. FOWLER: Speaking generally and 
briefly, Mr. Chairman, one of the things we do know, 
and Mr. Simon has conducted his investigations, 
is that there is a lack of proper co-operative 
statistics. They are just not getting anywhere. 

It is very hard to get things that are comparable. 
You are comparing beans, bananas and cucumbers 
because they are the same shape, but this is 2a 
meaningless comparison. We hope that somebody 

will come up with accurate statistics in regard to 
co-operative movements. This effort is growing and 
probably we will eventually have a proper measure. 
Different people will want these accurate figures 
and probably the government will set out to get these 
statistics. They are difficult to obtain because 
not all the co-operatives report them properly. 
Somebody said something about a base of comparison. 
This is the thing that distorts the figures. 

I know of a friend of mine who said his 
business had been wonderful and increased 100 per 
cent. It turns out that he used to have one pump 
and now he has got two. This is the kind of thing 
which will distort the net comparison of statistics. 

How fast should we grow? We think we 
should grow faster than we are. Some people,like 
politicians perhaps, view with alarm the growth of 
the co-operatives. I do not. I know that our parti- 


cular area of co-operatives is growing. It is growin 
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1 because it wants to grow, and because people in these 
2 communities are going out on their own volition and 

3 joining. Some people think that we are growing too 

4 fast, but I might say that we reject growth in as 

5 many instances as we encourage it. We see aman in 
6 a community who does not have the business to support 
7 this growth and we do not encourage him in this way. 

8 To bring you up to date in our own area, 

9 Federated sales this year for ten months are up 

10 40 per cent. Is that bad? We don't think so. 


We would like it to go higher. Where is the co- 
operative movement going to go? I do not know. 

THE CHAIRMAN: Mr. Fowler, I am sorry 
that I overlooked congratulating you on the growth 
of 70 per cent in five years. 

MR. FOWLER: I do not think that is our 
growth, that was somebody else's. 

THE CHAIRMAN: It is the industry? 

MR. FOWLER: Yes. 

MR. McEWEN: May I comment on this? 
I happen to have struck up a little correspondence wit 
Professor McIvor over this particular table. I think 
it has to be emphasized that what Mr. Fowler brought 
out, that basing growth on percentage in small figures 
is just definitely not comparable with percentages in 
large figures. If these percentages of the total 
are projected to dollars the relative growth gives you 
something of a more successful picture, but inter- 
pretation and translation purely in percentage just 


does what Mr. Fowler has said. One hundred per cent 
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1 of one, of course is two, but if you were starting 

D from an entirely different base with 100 per cent 

3 it is entirely different. 

4 MR. BRANNICK: Mr. Chairman, to make 

5 one more comment, I do not think you should forget 

6 the relationship of wholesale growth as dictated by 

7 the retail growth because we are only an organization 
8 serving our menbers. The reason that one of the 

9 factors in wholesale growth must be considered is 

10 Simply this, that our retail associations have asked 
11 us to provide additional services along the way in 

12 order to serve them properly and, secondly, they have 
13 amassed enough volume that we and the wholesale 

14 people were able to make arrangements to procure this 
15 service on their behalf, that we were not able to 

16 procure primarily. So, actually the wholesale 

17 volume should not be looked at simply as one part of 
18 the co-operative movement. It is related to the 

19 development and growth of our purchasing and retail 
20 co-operatives who are our owners. So items such 
1 as fertilizer and chemicals -- at one time we were 

22 not able to procure them in sufficient quantities to 
23 do a proper job for them. They were buying from other 
24 suppliers. Now this service is provided by the 

25 wholesaler and this is all added to the total volume 
%6 which makes a difference. I do not think it reflects 
27 a two per cent position. 

28 MR. STEWART: The hour is getting late 

29 but I wonder if I could ask one more question on a 


30 somewhat related subject? It is said in the case of 
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ordinary corporations that as they get larger there 
is an increasing divorce of ownership and control. 
That is, the larger a corporation becomes the more 
difficult it is for the owners of that corporation, 
the shareholders, to control management. Now, many 
of your co-operatives have acquired quite a size 
both with regard to the number of members and 
compexity of operations. Do you find in those cases 
that the same situation develops, namely that the 
role of management in the formulation of policy and 
in the making of decision increases and that that 
of the member decreases? Is that the general view 
in the movement on this particular problem? 

MR. STAPLES: Well, the general statement, 
Mr. Stewart, would be that it is a problem in the 
co-operative movement. It is a problem in any 
democratic movement, government or anything else. 
However, I am not sure that careful study would 
indicate co-operatives are less effectively democratic 
because they are large. Maybe it would. We have 
some small co-operatives that are not very democratic 
either in terms of the number of members who attend 
annual meetings and this sort of thing. However, 
Since you are placing this question on size I would 
like to refer to the largest co-operative in Canada 
in terms of the volume of products handled. It is 
also one of the largest ones and this is the 
Saskatchewan Wheat Pool. I would ask Mr. Gibbings to 
comment on just how this is handled in his organi- 


zation, and more specifically in respect of your 
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question as to what the trend of member interest seems 
to be through the years. 

MR, GIBBINGS: Mr. Chairman, in anticipation 
of a discussion on this particular question we have 
prepared a statement which we would be glad to file with 
the Commission, 

I-might put it on the’ record:-in this’ way. 

In the Saskatachewan Wheat Pool, for example, the 
individual farmer member is represented by the policy- 
making level in two years. He may first express 

opinions in the form of resolutions introduced at local 
country meetings and transmitted directly to the Board 

of Directors and he may take an active part in the 
election of delegates to represent him at annual meetings. 

Each individual member of the Saskatchewan 
Wheat Pool is eligible to become a» member of a local 
wheat pool committee of which there are 1,048 in actual 
operation in the last year. Each committee numbers 10 
or so members, selected from among all members in the 
area. The committees meet regularly, some at elevator 
points and some at off-rail communities which do not 
have an elevator of their own. In 1962 these local 
committees held a total of 4,800 meetings. 

Each individual member is also an elector, 
called upon once every two years to elect a delegate 
from among fellow members in one of the 165 sub- 
districts in which the province is divided. The province 
is also divided into districts, each with 10 or so sub- 
districts, For each district the 10 or so delegates 


choose from among their number a director to represent 
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the members in their district. on the Board of Directors 
of the Pool, Directors meet regularly for a week once 
every month.in head. office in Regina. .The d elegates 
meet once a year in the annual meeting of delegates which 
meets in Regina, ,.usyally for,»10_or,11.days,..In,addition 
delegates themselves convene regular meetings among 

all the members in their sub-districts. In 1962, there 
were 900 such.annual delegate member meetings. Delegates 
also convene conferences of committee members; in 1962 
there were 140 committee conferences attended by 15,300 
committeemen and members, 

The examples of member participation in policy 
making are taken from the records of three separate 
annual meetings. of delegates from debate in connection 
with the decision about how to distribute the wheat 
Pool's surplus earnings for the succeeding year. In each 
year a recommendation on surplus distribution was 
presented to the annual meeting from the Board. of 
Directors, it was debated by the delegates (whose number 
also include the 16 directors) and final. decisions were 
resolved. 

zit In 1962, the most recent annual meeting, 

the delegates accepted without. change the 

recommendation of, the directors for 

distribution. of the annual surplus 

among three categories: 

(1) The patronage refund which included 

two parts -- a, portion in actual cash 
payment to the members and a portion 


to be credited to individual members 
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1 but retained by the Wheat Pool 

2 for the retirement of equities, 

3 (11) Provision for required income taxes 
and, 

5 (i111) An amount credited to unallocated 

6 reserves for use in expansion and 

7 improvement of facilities. 

8} 2. In 1958, the delegates also approved without 


9] change the directors! recommendation but they hesitated 
10} for a time during the meeting while they considered 

11 proposals from the floor for changing the directors! 

12|| recommendation, All of the suggested changes were 

13] eventually rejected. 

14] 3, In 1953, the delegates rejected the directors' 
15|| recommendation and approved amendments which in effect 

16 made major changes bs the distribution of surplus. It is 


17 interesting to note in the record of the 1953 decision 


that the original move by delegates to change the 
distribution was declared rejected on a floor vote. Later 
the meeting called in the Wheat Pool solicitor to rule 
on the question of whether a two-thirds majority (as 
required for some resolutions) or a simple majority was 
required to change the distribution resolution, After 
the solicitor's opinion that the Articles of Association 
allowed a simple majority on the question, a second vote 
was declared to have passed. | 

We have appended to this memorandum the 
transcript of a portion of the minutes of the three 
annual meetings which we ask you to keep private and 


unpublished. We ask this because our annual meetings 
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have always been considered closed and private meetings 
and the record of their proceedings has never become 
public. 

THE CHAIRMAN: Thank you Mr. Gibbings. We 
have entered that in the record by virtue of the fact 
that you have already read it. We shall not enter into 
the record the attachments thereto. 

MR. LLOYD: Mr. Chairman, we could give you 
a Similar picture in respect of our organization. 

THE CHAIRMAN: Have you a statement of this 
kind ? 

MR, LLOYD: No, 

THE CHAIRMAN: I was going to say that if you 
wished to present a similar statement perhaps it would 
be better if you did it in the morning. 

MR, LLOYD: I ean deliver it in the morning. 

THE CHAIRMAN: I think that perhaps we should 
wait until tomorrow. 

MR, LLOYD: It may be longer if we wait. 

THE CHAIRMAN: We will stand over at this time 
until 9:30 tomorrow morning. 


---Whereupon the Board adjourned at 4:55 o'clock p.m. 
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English translation of French appearing at 
pages 5595/00 3595 inel, 

MR, LEGERE: Mr. Chairman, Mrs. Milne, 

gentlemen, The Consul Canadien de la Cooperation, 
er lh a French-speaking cooperatives throughout 
Canada, is happy to be present at the side of its 
English-speaking counterpart to discuss with you the 
complex problems arising out of taxation. 

Our organization wishes to contribute to the 
best of its ability to your efforts in what we consider 
to be an extremely important field. 

For this reason, we have associated ourselves 
with our colleagues of the Cooperative Union of Canada 
in putting forward the facts and opinions resulting 
from the research we have conducted on questions with 
which we are very familiar. 

We are sincerely convinced that, during the 
past quarter of a century, the cooperative movement 
has made a sufficiently noteworthy contribution to the 
development of our country to warrant special examination 
of other ways in which taxation affects our movement, 

In submitting our brief, which reflects 
Canadian cooperative thinking, we wish to stress that 
our movement has its own distinctive nature, producers 
and aims, all of which are based on the principle of 
mutual help and service, and not on the profit motive. 

We are convinced that these distinctive 
features must always be borne in mind in any fair 
assessment of the cooperative movement, 


In present day circumstances, we also wish to 
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draw attention to the splended spirit of mutual 
understanding to be found throughout Canadian cooperatives|, 
thus making these institutions a powerful factor 
contributing to national unit, 

We are, of course, aware that all members 
of the Commission are sufficiently well acquainted with 
our movement to base their opinions on actual facts 
reflecting the particular nature of our movement. 

In closing these remarks, may I express our 
thanks for the kindly interest you have shown us and our 
appreciation of the value of the work you are undertaking 
in the field of taxation, which is a vital matter for our 
nation as a whole. 


May I now introduce the members of our 


delegation: 


Francois Jobin, 

Paul Emile Charron 
Louis Joseph Marcotte 
Raymond House 

Romeo Martin 


Louis Philippe Paulin 


Legal Counsel 
Chairman of the CCQ 
Secretary of the CCQ 
C.A. Tax adviser 
Quebec Federation 


Quebec Federation 
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ROYAL COMMISSION ON TAXATION 
Hearing held in the Centre Court 
Room, Exchequer Court of Canada, 
Supreme Court Building, Wellington 


Street, Ottawa, on Friday, 
October 4, 1963. 


COMMISSION: 
MR. KENNETH LeM, CARTER -= Chairman 
MR. J. HARVEY PERRY 
MR. A, EMILE BEAUVAIS 
MR, DONALD G, GRANT 
MRS, S.M, MILNE 


MR. CHARLES E.S, WALLS 


LEGAL ADVISER: 


MR, J.L, STEWART, Q.C. 


RESEARCH DIRECTOR: 


PROF, D.G. HARTLE 


SECRETARY: 


MR. G.L, BENNETT 
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LIST OF EXHIBITS 
Descritpion 
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Ottawa, Ontario, 

Friday, 

October 4th, 1963. 
---On commencing at 9:30 o'clock a.m, 

THE CHAIRMAN: Dr. Staples, are you and your 
associates ready to proceed? 

MR. STAPLES: Yes, Mr. Chairman. Before we 
proceed could I raise a question with respect to 
procedure? 

THE CHAIRMAN: By all means, 

MR. STAPLES: It is our intention to do our 
best to present a complete view, as I said, about what 
the cooperative movement is really like. Some of 
uS are a little apprehensive that the procedure being 
followed may not be conducive to that result. 

te We start with a certain line of questions. 
THSSsuestions are clear and logical and we answer them 
briefly and clearly as we can, but if the questioning 
Stops some place it may leave us without having the 
opportunity to present a complete view. For example, 
take the questioning yesterday on the operating 
practices of cooperatives, specifically with respect to 
pricing, Our statement, as emphasized by myself, was 
that the principle which cooperatives follow is to sell 
or buy at the going prices, which is the fact, 
However, this does not mean that the advent of a 
cooperative in a community or line of business does not 
at times have a profound effect on the price level, AN 
am only using this as an example, This kind of thing 
was not very well developed there, 
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people feel there is additional information that 
Should be provided, that we might have the opportunity 
to say another word on it, 

THE CHAIRMAN: I believe I see a way in which 
we can meet that. We can ask Mr, Stewart if he would 
let us know when he comes to a new sub-division. Hh 
presume, Mr. Stewart, that your notes are by headings of 
some kind? 

MR. STEWART: Yes, Mr. Chairman. 

THE CHAIRMAN: When you get through a heading 
you can indicate that we are moving to a new heading, 
This would indicate that there is nothing more to be 
heard on a particular matter, Would that procedure 
help? 

MR, STAPLES: I think that would help some. 

THE CHAIRMAN: Would that suit you, Mr, Stewart? 

MR, STEWART: “Yes. However, I would like to 
add that, using Dr. Staples' example, I think the 
Commission is well aware there is material in these 
various briefs, which are on file, which we cannot 
possibly cover in a hearing as short as this. 

Mm. STABLES: - Yes’, 

MR, STEWART: I think you bring out quite 
Clearly here your views as to the effect of a general price 
level of the presence of a cooperative in a particular 
community. The most the Commission can hope to do 
here is touch upon some of the points. I do not think 
we can possibly expect in two days to cover them all 
as clearly as we might like, 


THE CHAIRMAN: Thank you, Mr. Stewart. Most 
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Commissioners expressed to me last evening their 
Satisfaction in the manner in which the hearing is 
being conducted, and with the general skill with which 
the presentation is being put before us. It seemed to 
us that all your members were taking care of their 
particular jobs very well, without wasting time and by 
coming to the point quickly and readily. 
MR. STAPLES: Thank you very much, 
THE CHAIRMAN: We appreciate that, We have 
to enter into the record a French copy of one of the 
submissions. Mr, Secretary, would you please do so? 
THE SECRETARY: Mr. Chairman, Mr. Legere, this 
morning has kindly provided us with a translation of 
the submission of the Cooperative Union of Canada and 
Le Conseil Canadien de la Cooperation, which was entered 
as Exhibit 198 yesterday. I would like to enter this 
morning the French translation as Exhibit No, 210. 
THE CHAIRMAN: Right. 
---EXHIBIT NO, 210: Translation of briefs of 
The Cooperative Union of 
Canada and Le Conseil 
Canadien de la Cooperation, 
MR, JOBIN: Yesterday I was talking about the 
type of contract used in agricultural cooperatives. 
THE CHAIRMAN: This is the point we had come 
to yesterday, was it? 
MR, JOBIN: Yes, but I have a copy of this 
contract and I would like to have your permission to file 
it. 


THE CHAIRMAN: Yes, thank you very much, That 
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-<KXHIBILT NO, 211: Copy of contract of 
Sale and purchase, 

MR. JOBIN: I would like to express the fact 
that this is a good example of the kind of confusion you 
have, for even though the heading refers to the contract 
of sale and purchase, under paragraph 4 of the contract 
you see that it is a typical agency contract. 

THE CHAIRMAN: You are making the confusion 
complete. 


MR. JOBIN: But I would like to read paragraph 


"The Society agrees to accept 
Getivery cr therpoods of the producer, 
in such conditions of packing and 
olaseiideavionr as are determined 
by the Board of Directors. The 
Society agrees to sell them. A 
first payment will be made to the 
producer as soon as possible. The 
amount of this payment shail be 
tized sy the Beard oF Directors. 
thes balence, Less Ceduevi on ior 
administration charges and the 
retainers prescribed by law shall 
be paid at the termination of the 
fixed perioa (poor), 
So, 10 is elear that the cooperative does not 
buy but just serves as agent. 
THE CHAIRMAN: Thank you very much indeed, Mr. 


Stewart, I cut off the questioning yesterday rather 
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abruptly because it seemed that we had over run our 
time, I believe we were in the middle of a question. 

MR, STEWART: My recollection is that we were 
about to hear from Mr. Lioyd on the question of whether 
or not as a cocperative gets Varger the problem-of the 
Givoree of ownership and control becomes more acute, 

Mit, Eber +s” May" proceeds) Ne. Chairman? 

THE CHAIRMAN: Yes. 

MR, LLOYD: My main reason for explaining a 
Puvite *wore Giborocdeghiy in regerd To the eontrel 6? our 
organization is the fact that it has been stated by 
certain organizations and groups, and individuals at 
times, that we are getting too far away from our 
people, that we are getting too big and that we are 
probably not as democratic as we should be. 

Now, Mr. Gibbings hoes “one “a very “2000 “Vou 
inter Ping about the =control of Ais “organization 
through ae delegate system, We too follow a delegate 
system. I think it is understandable that when an 
Oresnizavion gets large you more or less Nave to go to 
a delegate system. We have some 540 local associations 
who are members of the Federated Cooperatives Limited 
and who are the owners of Federated. They in turn have 
a membership of probably some 240,000 people. It would 
be impossible, naturally, for all these 240,000 people 
to come to a meeting, just the same as it would be 
impossible for all the people of Canada to come down 
here to Ottawa, So we have another delegate system 
in our parliamentary set up, and I maintain that our 


system in Canada is certainly democratic. 
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The system under which our delegation operate 
is as follows, First of all, we endeavour to keep as 
close to the grass roots as possible, We go right. back 
to the local associations who are the owners of federal 

co-operative ond these members or these local 
associations hold meetings each year and elect 
delegates, to attend ardistrict meeting. It must be 
kept in wmindgalire Chairman, Ghat there: are, sixteen 
distractseine the Federated) avea:. They ‘elect. delegates 
to go to a district meeting each year. That means there 
arensiztecn districtemeetingsehelid annually, eaidinof 
them within easy distance of the members of these 
local associations. 

In order to make it really democractic these 
local associations are entitled to seven delegates in 
the following manner. One because of the fact they 
are members of the Federated Cooperatives Limited. 
Theynelsovsend) one;extra delegate based) on every 
$30,000.00 worth of purchases from these central 
organizations, which form the Federated, with a 
maximum of fifteen delegates. 

These delegates attend their district meeting 
and hear reports from a director and from the 
district delegates and the central delegates. They hear 
read the statement of the Federated Cooperatives and 
they have an opportunity to discuss it with the 
directors of the Federated Cooperatives management. 

At these district meetings they also elect 
delegates on a two-year basis to represent them on the 


district body, on the centrd organization. These are 
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elected from sub-districts. There are ten delegates 
elected from each district, and in some cases if the 
purchases from the Federated in that district warrants, 
a district delegate is elected at large. These other 
delegates are elected from sub-districts. Again a 
maximum of fifteen isiusedy and this ois *basedoonvs 
certain formule) wes operate under; 

These delegates, then, ire: thetrederatved 
eoop delegates, These delegates attend the Federated 
annual meeting, have an opportunity of heering the 
reports and discussing the reports from management 
ang thee Board of Directors. “They are the ones uno 
ectuatlyedey) down the polcicies of our organization, 
Mniey elect/onet directotralvonleach ofetherdistrictsemtne, 
represent, which means that sixteen directors ave 
etecoed.’ These directors Toumidetve Une Molaciess1aig 
down by the delegates who are representing the owners 
of thevorganization at the annual meeting. The 
directors also hear the management and put these 
policies wntoweffect.  .Theyralso elect frometheir»oun 
group three vice-presidents and a president. When t 
delegates are finished they go back to their respective 
sub-distriecterands they ypresentealiull reportretolalinthe 
locals within their sub-districts at the locals! annual 
meetings. Iti mustsbeskeptudn mind that each one of 
these locals holds an annual meeting and gets a full 
réport on the Federated activities. Thas at alle times 
we are keeping close to our people right back to the 
gvassi roots.” In-my opinion, Mr. Chairman, this 1s 


democracy. We teach this to our people by practising it. 
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THE CHAIRMAN: Thank you, Mr. Lloyd. 

Miers THWARIas Gentlemen, iowould like, if 10 
is agreeable tovrswiteh to another subject or to further 
questioning om.a particular subject,..and. that.is the .one 
patronage dividends. 

You have filed,extracts from the, provineial 
tegisiation with regard to cooperatives, but,1I- notice 
that in the brief of the Ganadian Cooperative Wheat 
Producers it is stated that it is mandatory under 
provincial cooperative laws -- and I am reading now from 
page 116 -- to allocate and pay to each member at the 
eng of cach, year the:cainsewhieh he has achieved, througn 
hisecooperative activity. 

There seems to me to be one respect in which 
the.cooperative corporation differs fromthe ordinary 
corporation, the difference Deine OL eCOuUnece sw Uhet in 
the case of the ordinary corporation it is'a matter -- 
or generaliy :is;.at.any rate,.--,.Tor.the divectors, «with 
such-intervention by the shareholders as may.b¢e.provided 
for;,toredetermine, whether any part and, if: so, what 
parvt.of; thesearnings for the year willibe distributed by 
way of dividends. 

There is nothing of which I am aware in the 
ordinary case which requires a distribution of the 
earnings excepting the statement in this brief that 
such distribution is mandatory. That may be the end 
of the matter, but do I take it from what has already 
been said, or from your knowledge of the matter, that 
whether it is mandatory or not the practice is to 


allocate and distribute in one way or another each year 
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the surplus or gain or earnings, call it what you Me eg 
which has been realized during the year? 

MR, STAPLES: The situation in this respect, 
Mr. Stewart, has been clarified considerably in the last 
tUwenty years or less. There is now no doubt to whom 
the surplus in the cooperative belongs, to whom the funds 
in the custody of the cooperative belong. Bither it 
belongs to the cooperative in its sole right, unencumbere 
-- I am speaking now of the situation after the business 
for the. year has been closed and distribution has been 
made -- it belongs to the cooperative in its unencumbered 
position, and if it has been used to increase the 
general reserve of the cooperative a tax has béeen’paid 
on it; "or it-belongs to the member individually, , It has 
been paid to him in such a way that without any question 
it becomes his siseenays eB a producer-cooperative 
inereases his income, and may increase his tax: 

This 1s now In-Ganada a’-clear position “and 1% 
is, of course, as you suggest, supported by provincial 
leeislaviion; as"far~as °L° know, invevery case. I think 
the abstract we filed yesterday will give the final 
answers on this, and Mr. Blair may have something to 
say on it. 

MR. BLAIR: My understanding of the provincial 
law is that the sections dealing with the distribution 
of surplus, after it is ascertained at the end of the 
year, either requires that it be apportioned in proportio 
to patronage, as it is in the case under the Ontario 
Gorporation Act and The Saskatchewan Cooperative 


Associations Act, to take two examples; or the statutes 
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recite that the surplus shall be apportioned in 
accordance with the by-laws, as is the case with most 
of the Maritime legislation. Bul im wall of the 
provinces there are standard by-laws, and all of the 
standard by-laws require that distribution shall be in 
proportion to patronage. 

All cooperative organizations in Canada are 
under the jurisdiction of various provincial authorities, 
I am not aware of any ordinary cooperative which is 
free to enact by-laws without having them approved by 
provincial authority. poethat Tthink i tris,quite 
accurate and quite safe to say that legally it will be 
found that the surplus must be, not may but must be, 
distributed in proportion to patronage. 

MR, STEWART: I would like now to come to the 
question of how one determines the amount which is 
available for patronage refund or distribution. Is that 
amount determined something like this? After the 
results of the operations for the particular year are 
known and all the expenses for the year have been paid 
or provided» for, after depreciation has been taken, after 
any statutory or other required reserves are set aside, 
after provision is made for any income tax which is 
payable, there is a residual amount and that is the 
amount which is available for patronage refund. 

MR. STAPLES: I would say that thet is so. 

MR, STEWART: Then does it follow from that, 
Dr. Staples, that during the course of the year the 
amount of the patronage refund which will be available 


in respect of that year cannot possibly be known? 
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MR. STAPLES: To try to estimate it would 
require some guessing, for you cannot tell until the end 
of the year, of course, what the expenses of operation 
will be. You might come fairly close to it but you 
would not know for sure what the expenses were, 

MR, STEWART: Yes. Now, when you come to 
determine actual amounts of patronage refund where you 
have a cooperative which has engaged in different types 
of activity, for example, in the case of a consumer 
cooperative where it has been purchasing and reselling 
various types of goods, I take it that an attempt would 
be made to fix different rates of patronage refund 
depending on a particular type of produce or commodity 
that the particular customer has bought, and that when 
youtare dividing ap this residual fund -in that eparvicular 
way, what you attempt to do is do rough justice as 
among the patrons who have bought and sold particular 
types of commodities. 

MRO CSTAPLES PCWE LI, wetendéavour ovo reduce sthe 
roughness in the justice, Mr. Stewart, but it cannot be 
eliminated entirely. 

MR, STBWART: Yes. 

MR. STAPLES: I think probably Mr. Fowler 
should comment on this, but I can say that some 
organizations do put a flat rate of patronage return 
across the board, while others attempt to divide it 
more erzcurately between different classes end kinds 
of goods. This practice varies somewhat. Sometimes 
it varies with the degree of complication in the 


cooperative operation. Mr. Fowler might illuminate 
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au Lae rite 

MR, FOWLER: I would ask Mr. Stewart, our 
General Manager, to make a comment on how the various 
Favestare arrived “au: 

MR. D.E, STEWART: Mr. Chairman, and Mr. 
Stewart, the Federated Cooperatives chose the procedure 
you have outlined to try to determine as nearly as 
ean be done the technical basis by breaking down our 
supply and service to our members on a cost centre 
basis, so that we will know the result or the savings 
on -variousitypesofegoods and services which are 
supplied to our membership. We have something like 
75 or 80 departments or cost centres in our organization 
and they provide this information very accurately. 
However, we do run into a problem in allocating what 
we might term "eeneral overhead", 

Just to mention an item or two in general 
overhead that cannot be allocated on a cost centre basis, 
we provide» technical services of a broad nature to our 
retail associations. We also provide educational 
services to our cooperative consumers, and other 
publications which have a cost, 

In addition to this we provide educational 
grants to various projects of a cooperative nature. We 
provide grants to farm organizations of various kinds. 
Among other grants that we make which cannot be 
allocated are grants to universities and other worthy 
causes, such as the Community Chest and so on. 

Therefore, in the operation there is always 


a substance of expense or cost which cannot be directly 
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allocated or charged on any specific operation, but we 
do.this on the most logical basis possible, and that 
is we charge each cost centre with the proportion of 
the total administration cost in these categories, and 
it relates to the cost of doing business in the 
particular commodity. For ‘example, foods vareva tvery 
low margin, low-cost commodity. The margin at the 
wholesale level runs around 4 per cent, and your cost 
puns around 23 per cent, Therefore, food is 24 per cent 
of the total administration expense in relation to 

100 per cent of expense. 

Lumbering might have a higher margin and higher 
eost. ratiopmand ‘so von. Therefore; these expenses are 
allocated on that basis, feeling that this is a fair 
charge, and each department is making its proper 
contribution to the total overhead that cannot be 
allocated specifically. 

Mr. Chairman, as far as the retail associations 
are concernedy you Nave oa similar problem: Perhaps 
Mr. Simon would like to comment on this, but many of 
our larger associations, particularly those which have 
a number of departments, do allocate expenses on a 
cost-centre basis, and then divide the administration 
expense among the departments and make an allocation 
on the various raw commodities Chaterane: handied pike ping 
in mind the quality, and so on. 

Others feel that it is fair to the overall 
membership -- because as a general rule these are 
Smaller associations made up of farm members -- to have 


an overall allocation. They feel that this is most 
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Fain; So that it does operate throughout the federated 
area I don't what the experience is in other parts 

of Canada, and I should say that I am speaking now of 
the three prairie provinces only. 

THE CHAIRMAN: Thank you, Mr. Stewart. 

MR, STEWART: I think it probably comes down 
to the fact that the larger and more complicated the 
operations become, the more difficult this question of 
allocation may be, but that what you do is the best job 
you can in the circumstances to allocate the benefit 
of the operations equitably among the customers of the 
particular community. 

MREMSTAPLESS (OThat is (cormectys MeneStewartegaalt 
would add one word. The method used, whatever it is in 
any paeticular cooperative is a method that is, of 
course, satisfactory To theo members. Linlorversa not 
iG wouldyvbécchanged, for they are very interested in 
patronage refunds, naturally. 

COMMISSIONER GRANT: It occurs to me it might 
be relevant to refer to some information which was given 
to us when the Alberta Wheat Pool submitted its brief 
in’ Edmonton. it seems to me Uhatein’ the easeoof a 
consumer cooperative, that they pointed out to us there 
that their bookkeeping requires them to keep certain 
types of purchases separate from others, For instance, 
in the case of farm machinery which is sold to a member, 
if my recollection is correct, the petronage dividend 
is distributed on the basis of the purchase of that 
farm machinery, which is subject to tax, on the basis 


that he is taking it into his farm production and it is 
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an item on which he will charge the capital cost 
allowance, If I am incorrect in my observation I am 
sure somebody will correct me. 

MR, HARROLD: Mr. Chairman, I did not attend 
the hearing in Edmonton but as far as our organization is 
concerned we do not handle farm machinery or farm 
supplies. I might say that more recently we started 
handling fertilizer, but this is the only one, so I am 
not sure which part you are referring to. However, I 
do not think it was in our presentation that we referred 
to the question of farm machinery and how it was 
handled. 

COMMISSIONER GRANT: I remember the point was 
brought out, and I think it was the Alberta Wheat Pool 
who brought it out, 

VR, HARROLD: It could have been brought out 
in Une evidence. 

THE CHAIRMAN: Was Mr. Grant's point correct? 

MR. STAPLES: Yes. 

THE CHAIRMAN: It doesn't matter who raised it. 

MR, STEWART: I should like to move to the 
question of the deferrment of payment of the patronage 
refund, with which we dealt to some extent yesterday. 

THE CHAIRMAN: Before you do, Mr. Stewart, there 
is something that I would like to have confirmed. Under 
the provineial cooperative laws the gain of each year is 
required to be distributed year by year, and I am 
rather surprised that it was required to be distributed 
but I see that the cooperative laws do lay down that 


requirement, that each year's gain must be passed out. 
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is’ that’ correct? 

MR. STAPLES: Subject to the comments made 
by Mr. Blair a few minutes ago, yes. 

MR. STEWART: On the question of deferrment 
generally I have before me the Submission of the 
Canadian Gooperative Wheat Producers Limited, and I 
would like to refer particulerly to page 104, I might 
read from paragraph 172 on that page, starting with 
the seeond sentence, and I quote; 

"What actually happens is 

that representatives of the full 

membership body at -the Pools" 

regular annual meetings agree on 

what will be the actual patronage 

refund, taking into account 

Ha stMageRTS for normal business 

reserves , *full -Gosts ofsoperatvion 

and requirements of income tax 

legislation. These same peopie 

also agree by action of their 

majority which portion of the 

full patronage refund shall be 

paid in cash, which shall be 

retained by way of 2 loan and 

which shall be used to liquidate 

previous retained loans of 

members who seek to retire their 

equity.” 

I will stop the quotation there, May I take 


it that this is a reasonable succinct but accurate 
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statement of the procedure which is followed? 

MR. STAPLES: I am sorry? 

MR, SISWART: I say, can I assume, Dr. Staples, 
that the procedure outlined in paragraph 172 is, 
broadly speaking, the normal procedure that is followed? 

MR, STAPLES: This question should be answered 
by Mr. Gibbings. 

MR, STEWART: I am not suggesting for a moment 
that it is not accurate as regards the by-laws. I would 
like to know if it is substantially accurate with 
regard to the movement as a whole? 

MR. STAPLES: Substantially accurate, yes. 

MR, STEWART: May I ask one question to 
supplement the statement? When you ‘say, om when’ it is 
saidvhere, that the members at their meeting determine 
among other things what shali be retained™by way or 
amloanm, can it be’ taken that Un Some cases, at any 
Pate ithe retained portion is not treated or ‘is not 
expressly called a loan but is simply credited to the 
shareholders" account or the members account? 

MR STAPLES? "You are asking this one in the 
case of the by-laws? 


MR. STEWART: I am asking a general question. 
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MR. STAPLES: Mr. Blair says that it is 


“correct in every case, I am not quite sure that there 


might not be some variation in this, and I would like to 
invite a comment from anyone behind me who thinks there 
are exceptions to the plan you are outlining, Mr. Stewart, 

MR. BLAIR: Mr. Chairman, perhaps I might ask 
a question so that we are clear on Mr. Stewart's question. 
AS I understood Mr. Stewart's question, he is looking 
at this sentence which refers to the Wheat Pool practice 
under which moneys are obtained by way of loan, and he 
refers to the fact that in some instances moneys are 
obtained not by way of loans but by application of share 
capital, 

MR, STEWART: Either that, or on members! 
accounts if there is no share capital. 

THE CHAIRMAN: Your question, Mr. Stewart, is 
whether this scheme or plan set out in 172 for pools 
obtains generally? 

MR, STEWART: Yes. It was my understanding 
yesterday, Mr. Chairman, that sometimes they called what 
was allocated to a member's account a loan, and 
Sometimes they called it share capital, but that when 
they were determining what to do with these patronage 
refunds the part which was not distributed in cash was 
transferred to the member's credit one way or the other, 

MR, STAPLES: Yes, that is correct. I thought 
you were raising a question as to the specific form of 
Lhjaand! limiting: ita Tittle biv. 

MR, STEWART: No, I was trying to enlarge on it 


MR, STAPLES: No. 
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MR, STEWART: Now, in the latter part of that 
sentence you say that a portion may be used to liquidate 
previously retained loans of members who seek to retire 
their equity. 

Let us suppose that I am a member -- a 
continuing member, and not one of those who wishes to 
have his equity retired. Part of what would otherwise 
come to me, or what might otherwise come to me in the 
form of cash will go to this other member who wants to 
have his investment paid off by way of cash, so that I 
take it that what happens is that my proportion of that 
particular fund is also credited to my account. I can 
see that Mr. Gibbings is nodding his head affirmatively. 

MR, GIBBINGS: Okay. 

MR, STEWART: So to embellish that sentence a 
little bit, when you deal with your patronage refunds, 
part is allocated in cash and part is credited to the 
member's account in one way or another. So far as the 
second category is concerned some of the cash in question 
may be used by the cooperative to pay off members who 
wish to get their equity out? 

MR, STAPLES: Certainly, as the cash has to 
come from some place, that will be true. 

MR, PARKER: So that there will be no mis- 
understanding I think we should point out to you that in 
the Manitoba Pool things are handled somewhat differently, 
and with your permission I would like to ask Mr. 
McDonell, our comptroller, to explain. 

MR, McDONBLL: I suggest we are not alone here. 


You are dealing with those complicated situations where 
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there is no uniformity of practice, You are dealing wit 
a federation of elevator associations, and there is an 
agreement that a certain amount of working capital shall 
be provided by each association, This agreement is 
entered into and approved at a special general meeting of 
the individual elevator associations, so that the 
individual member gets involved in it. 

The legal position in our organization is that 
when you have reached a patronage dividend of a particula 
association -- that is, enough of their surplus for a 
period of years to produce so much money -- then 
everything beyond that evolves out and goes to those who 
have the earliest equity. In practice over a number 
of years, because of the factors I mentioned yesterday, 
it goes out to everybody every year, and there is nothing 
retained. 

So, it is not proper to say as a bald statement 
in connection with all cooperatives that the members at 
the annual meeting establish how much is going to be 
retained, and that the money is retained for a long 
period of time. The money is paid out in many ways. 
There are many ways. 

MR, STAPLES: Our hesitation in answering 
arises from the wide variation in practice, 

MR, STEWART: Yes. I am trying to get a 
general understanding of the procedure. We now come to 
the question of rotation, which is one of the things 
Mr. McDonell has just mentioned, and I refer to the joint 
brief, Appendix B. 


THE GHAIRMAN: Are you moving on? ii 80,. 2 
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think they should be given a chance to fill in. 

MR, STEWART: No, I am not moving on. I refer 
to the joint brief, Appendix B, page B2, which has to 
do -- at the bottom of the page there is a section 
dealing with rotation of capital in cooperatives. Be 
think I might read the first paragraph --- 

THE CHAIRMAN: Which schedule are you on? 

MR, STEWART: Appendix B, page B2. 

MR, STAPLES: Page Be, paragraph B9? 

MR, STEWART: That is right. Perhaps I might 
read its 

"For many years the general 
arrangement has been to repay each 

year's patronage loan after a certain 

period of time -- the terms of payment 

decided by membership meetings. This 

means that in the course of a certain 

period the members received in cash 

a portion of their equity investment 

built up through patronage. The 

rotation of capital in cooperatives 

distinguishes it from the capital of 

ordinary joint stock companies. The 
general theory is that the member's 

equity investment should be for use. 

The actual application of this theory 

means that those members who can no 

longer use the services of the 

cooperative receive back their entire 


equity." 
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Then I might also, I think, read paragraph B12, which 
reads in this way: 
"As shares and patronage loans 
are retirned, they are replaced by 
shares and patronage loans provided 
by members currently patronizing the 
cooperative. The result is that an 
active member tends to receive in 
cash approximately the same or less 
than he is currently investing in the 
Association, and his equity may 
increase. But an inactive member or 
one who is patronizing less than 
formerly will receive more in cash 
than he is currently investing, and 
his eats will decrease. This, equity 
varies with the use made of the 
services. often arrangements are 
made to repay all but a qualifying 
share to members who reach a certain 
age (usually 65 or 70) and such members 
then receive each year's refund in 
cash, The equity retirement of elderly 
persons is, of course, based on social 
motivations and not on strict economic 
considerations." 
Now I take it again, Dr. Staples, that this is intended 
as a fair statement and summary of the general practice? 
MR, STAPLES: Yes, that. is correct, Mr. 


Stewart, 
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MR, STEWART: Mr. McDonell may again point out 
that because of the structure of the Manitoba Pool 
elevators their practices may vary to some extent, and 
that there may be other variations, but this is a good 
general description? 

MR, STAPLES: The principles involved here are 
two. First, of course, the basic financing of the 
cooperative has to come from the members. It should come 
from the members, and must, Secondly, to the greatest 
extent possible the financing should be provided by the 
currently active and interested members, and that is 
really what is involved here. This is just the method 
that is used. 

MR, STEWART: Then, I take it that there is no 
normal rule as to the proportion of the patronage refund 
which will be paid in cash, and that there is no normal 
rule as to the period of rotation? 

MR, STAPLES: There would be wide variations 
in ’this 

MR, STEWART: Depending on the circumstances 
of the particular cooperative. 

MR, STAPLES: That is right, and also the 
ideas that the members of the cooperative may have as to 
what a proper financing plan is. That varies quite 
Widely too. 

MR, STEWART: Well, now, I am going to come in 
a moment to the taxation implications of this patronage 
refund situation, but I think, Mr. Chairman, that if 
there are any other comments on the system as a whole, 


or generally, this might be a good time to have them. 
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1 THE CHAIRMAN: Very well. 

2 MR, STAPLES: As far as I am concerned, Mr. 

3 Stewart, we have covered the general rule very well. 

4 THE CHAIRMAN: I think Mr. Houde wants to say 
S Something. 

6 MR, HOUDE: It is just a small matter, but I 
7] would like to get the record straight on it. You 

8 mentioned a little while ago how you understood we knew 
9 how the patronage refunds would be allocated. We start 


10 from sales from which we deduct costs and expenses to 


11 get our net earnings, of course, and then we have to 
12 go to the annual meeting to determine the amount of 
13 patronage refunds to arrive at, and also the balance 


14 which is the basis for the computation of tax, The 

15 rest then goes to the reserves. So, it is just the 

16 other way around from what you have understood it to be. 
UG MR, STEWART: I see. Well, I was not 

18 attempting to outline the sequence of steps you follow. 


19 I was trying to get at the technique. 


20 MR, HOUDE: It comes to the same general result. 
21 THE CHAIRMAN: That puzzles me a bit because 

22 I asked before whether the distribution was mandatory. 

23 I recognize that the reserves must be discretionary, and 
24 it does not matter whether the discretion is exercised 

25 in the distribution or the reserves, but I thought 

26 the answer I got was that the full amount must be 

27 distributed, I recognize that the members have the 

28 right to establish the amount of reserves. 

29 MR, STAPLES: Yes, it must be distributed, 


30 but there are different ways in which it is paid to 
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the members, and our terminology on this is not Biseye 
as clear as it ought to be, perhaps. 

MR, STEWART: I think Mr. Houde's point is 
this -- he is not addressing himself to the question of 
whether the patronage refund must be distributed. I 
think he concedes that it must. But, he was concerned, 
as I was concerned earlier, that when you determine the 
amount that is available for distribution one of the 
types of reserves that has to be taken into account here, 
as I understand it, is a type that is perhaps peculiar 
to cooperatives, in that by statute they are required to 
set up reserves for certain purposes, and the amounts of 
those reserves are not available by way of distribution 
by patronage refunds. 

MR, STAPLES: That is correct, 

MR, JOBIN: Are the statutory reserves subject 
to tax? 

MR, STEWART: Yes. 

MR, STAPLES: Yes. 

THE CHAIRMAN: They are to some extent 
discretionary. The reserves are called for, but they are 
not defined as to amount in law, 

MR, STAPLES: Oh, yes. 

MR, SIMON: In some cases the allocation to the 
reserves is a mandatory one in that there is some stated 
percentage of the total which has to be put into the 
reserve account. This is not true from one side of 
Canada to the other, but in many cases this is correct. 

THE CHAIRMAN: I am still puzzled, and I am 


sorry, as to what the choices are that are available to 
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the members meeting together at the time of their 

annual meeting. The reserves are established by statute, 
The distribution is required to be the entire gain for 
the year. 

MR, STEWART: After those reserves, sir. 

THE CHAIRMAN: Yes, the form of distribution is 
a matter of choice. I recognize that. Would the form 
of the distribution be the only choice that is allowed to 
the members, or are there others? 

MR, STAPLES: The form of the distribution is 
the only choice, yes. 

MR, JOBIN: No, the amount also. 

MR, STAPLES: In a province where the mandatory 
reserve is 5 per cent then this is not available to the 
members. All the rest of it, the 95 per cent, is made 
available to the mewbexs in the annual meeting, usually 
with some recommendation from the Board of Directors as 
to how it should be distributed -- the form of 
distribution. The members in annual meeting may 
decide to accept the recommendation of the Board of 
Directors, They may decide to take it all out in cash, 
or they may decide to leave in half of it, but it has 
all been distributed to the members, 

THE CHAIRMAN: It is the form that is at that 
time discussed and which they decide on? They decide 
whether it is to be cash, stock or notes, or whatever 
it may be? 

MR, STAPLES: That is right, 

MR, SIMON: I should point out, Mr. Chairman, 


that while the point you have made is the usual 
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procedure, occasionally -- I use that word guardedly 
because it happens more often than we would like to see 

it happen -- an association will make a very small sum 

so far as earnings or savings are concerned, and sometimes 
a recommendation will be considered by the shareholders 
that the complete earnings be put into the statutory 
reserve, In other cases, because of the age groupings 
of the members, something somewhat larger than the 
requirement may be put into the statutory reserve, 

THE CHAIRMAN: The law, in fact,says that the 
reserves shall not be less than --- 

MR, STAPLES: Yes, that is right. Mr. Simon is 
qualifying my answer very properly, Mr. Chairman. It is 
not really only the form of distribution that the members 
may decide upon. They may decide to leave an additional 


amount in there as a general reserve. I am sorry for 


not having made that clear. 

MR, STEWART: But if they do come to that 
decision tax must be paid upon that amount? 

MR, STAPLESs» Yess, “There, isenopdifierencewfrom 
a tax standpoint between the statutory reserve and 
other amounts added to the general reserve. 

THE CHAIRMAN: I understand that, 

MR, PARKER: I think the last answer our 
president gave has probably clarified it, but I was going 
to read you the by-law that governs our local 
associations. It iss 

"After payment of expenses, 
making proper allowance for 


depreciation, and after setting 
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aside necessary reserves..." 

THE CHAIRMAN: Are these statutory reserves, or 
any other reserves? 

MR. PARKER: Any reserves, statutory or other- 
wise. That is the discretionary amount you had 
reference to. After that it says: 

"...the rest shall be allocated, 

distributed and paid," 

MR, McDONELL: In most cases this surplus is 
allocated in accordance with the by-laws, and there is 
no deduction for reserves, The setting aside of money 
into a reserve is beyond the normal. 

THRE CHAIRMAN: I thought most provincial laws 
called for the setting aside of moneys for reserves, 

MR, McDONELL: For necessary reserves, but 
many groups have no need of it, and there is no discussion 
of it at the annual meeting. 

COMMISSIONER GRANT: Does it not boil down to 
the fact that first of all you would approach this by a 
method of deductive reasoning? In other words, you 
would say: "What is our income tax liability? We have 
a certain amount of earnings for distribution. We know 
that we are paying income tax on a third of those 
earnings; that is, we cannot deplete those earnings beyond 
three per cent of the capital employed in our business", 
Now, you take that off and the balance is available for 
distribution among the members. 

MR, McDONELL: Yes, that is so in most cases, 

COMMISSIONER GRANT: It is mandatory. 


THE CHAIRMAN: No, the distribution is mandator 
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MR. McDONELL: The tax calculation is not 
necessarily made beforehand. The annual meeting passes 
a resolution. After taking a certain amount off for 
tax, the rest is allocated. 

THE CHAIRMAN: That is right. It is not available. 
It is capital required to be allocated, Yourschoice is 
simply as to the form in which it is allocated. 

MR, McDONELL: You cannot give the money away. 
You cannot legally make a donation, 

MR, McEWEN: May I read you Section 57 of 
Chapter 40 of The Revised Statues of New peansd16ey 1952? 
This is the Cooperative Associations Act, The heading 
is "Disposition of Surplus". 

‘(1 )ie2 The? pivec tors) -after 

making proper allowance for depreciation 

and bad debts, shall set aside annually 

or semi-annually not less than 5 per- 

centum of the surplus arising from 

the business of the Association for a 

reserve fund until such fund is 

equal to 30 per cent of the paid-up 

capital". 

The next subsection is: 

"(2), The remainder of the surplus 

shall be apportioned in the manner 

determined by by-laws." 

And the Association has the authority to make its 
supplementary by-laws governing the disposition of this 
balance, 


THE CHAIRMAN: Thank you. We have a little boo 
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up here which sets out the reserve requirements amongst 
other requirements. 

COMMISSIONER PERRY: This is an abstract 
prepared by the Department of Agriculture, and in the 
section on reserves it appears to indicate that there is 
a variety of requirements. Sometimes there is a 
compulsory requirement to set up a reserve, and others 
are permissive, which seems to be about what is coming 
out in the evidence. 

MR, STAPLES: Yes. 

MR, STEWART: Now, gentlemen, I would like to 
come to the taxation treatment of the patronage refunds. 
AS you alli know the Act now provides that these refunds 
are deductibie for tax purposes, whether they are paid 
in cash or not, and there are people who consider that 
this particular feature of the tax treatment of 
cooperatives is discriminatory, and for that reason I 
think we should discuss this with some care, I think 
that as an introduction to the discussion I would like 
to outline to you some of the considerations which I 
think emerge from what has been said so far. 

We have been comparing in a number of respects 
cooperatives and other corporations. We have found some 
Similarities and we have found some differences, Perhaps 
I should mention briefly some of the similarities. 

We have found that the cooperative and the 
other type of corporation are both from a legal point of 
view separate legal personalities. That is, they are 
legal persons, quite distinct from their members or 


shareholders. Both types carry on businesses, and in 
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many cases in Canada now the businesses that are carried 
on by cooperatives are substantial and complex, Both 
types have capital acquired in one way or another, and 
they have got their capital invested in inventories, 
fixed assets, and so on. They each have their own 
employees who are employees of the separate legal persons 
whom I have mentioned. 

When we examine the organization and the conduct 
of the marketing, and the merchandising functions which 
these two types of organizations carry on we find that 


there are real similarities. 
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Both of them appear. to ‘be icarrying.- on their 
business operation with a view to what I think may be 
called promise There seems to be some hesitancy ebout 
thesuse,of the word profit. We hear the words "gain", 
"benefit" or "residual"; but in substance it seems to me 
that both types are carrying on operations with a view 

gain 
to profit. Both types hope to An income from the 
transactions which they engage in. 

These are similarities. I am not asking you 
agree’ that. the two are identical, but 10 seems to me 
that iain these respects there are similarities. 

There are also distinctions or differences, 

We has deem mrought ine Une case of Ghe cooperative. the 
ultimate beneficiaries of these operations which are 
carried on are the patrons. These patrons are active 
members from time to time and they benefit from these 
operatdons broadiy in accordance with their, current 
patronage of the cooperative. I say "broadly" because 
iteds\ obvious, from what hes been, said, that ailvone 

eam hope dessa thete theres wild be’ as equivable an allocation 
of these benefits as human ingenuity can work out. 

In the case of the ordinary ccrporation, the 
ultimate beneficiaries of the operations are the share- 
holder, and they benefit from those operations, not in 
accordance with patronage or business conducted with 
the corporation but in accordance with their share- 
holdings, whatever they may be. 

There are also differences as to control, in 
the sense that in the ordinary corporation control is 


based on the votes which are attributed to particular 
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shares, In the case of the cooperative, the normal rule 
is that each individual member has simply one vote. 

Then I think that there are differences as 
to motivation. In any event, that is the contention of 
the cooperative movement. It considers that the normal 
corporation, or the ordinary type of corporation, is 
earrying on business essentially for profit. As I 
understand the approach of the cooperatives in this 
respect, it is that the cooperative corporation is 
essenvialliy 4 service corporation, ora “sorporaticon which 
is formed to provide services to its members or patrons 
on a cost basis. 

These are some of the background considerations 
which seem to me to have emerged from our discussions so 
Par. 

From a Sexevten DOIN’ of View, of course. Unis 
treatment of patronage dividends is a pretty important 
das bine Vion. As the law stands now, cooperatives are 
permitted to deduct, in the computatim of income for 
tax purposes, the amounts which they pay or set aside 
for patronage dividends. The ordinary corporation 
which is in business in competition with the cooperative, 
when its residual profit is ascertained, pays tax on the 
whole amount and, if it wishes to make a distribution of 
profit to its ultimate beneficiaries, its shareholders, 
then as the law now stands it does not get any deduction 
in respect of those dividends. It cen distribute only 
tax paid amounts, 

It is of course the case that the member of 


the cooperative brings into income for tax purposes the 
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whole of his patronage dividend in the case of the 
marketing cooperative and he brings the whole amount in 
whether payment is made or peyment is deferred, 

In the case of the consumer cooperative, the 
ordinary member is not taxed at all on the amount of 
Bisa divicend., Cherenis, thesobviouemexception, of course, 
of the member of the consumer cooperative who is in 
business: 

One of the very important questions that is 
ebviousily! beforsnus- iseuwhether this distinc ticnidne this 
respect between cooperatives and other corporations is 
Peasonsble end yustaified “inythewdircumstances: es is 
a Very large andi adirficult subjecteand: thought, Mr. 
Chairman, that it might be worthwhile for me to indicate 
what I suggest as the points which might be considered 
when we discuss it. 

Assi understand the, briefs which, have. beens put 
in and the arguments which are made on behalf.of the 
eooperative movement, the present taxation treatment of 
patronage dividend is justified or defended on various 
erounds, One of them is that these patronage dividends 
are not really dividends at all, that they are a price 
adjustment, 

Then Lt. isi eaide thatwe coperativessewhensd tb 
comes to computation of income for tax purposes, at any 
rate, should not be treated as principals or taxpayers 
but should be regarded simply as agents for their 
members, 

The point is also made that cooperatives are 


not formed for the purpose of making profits and that 
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they should not be taxed as though they did make profit, 

There are also arguments, I believe, along the 
lines that some cooperatives enter into contracts with 
their members the effect of which is to preclude them 
from making profits. There may be still other arguments 
with which you will of course be familiar. 

Mr. Chairman, what I would suggest we might do 
-- unless you or these gentlemen have some other 
procedure to suggest -- is that we might start discussing 
this particular problem under these various subject 
nietiters, cone )at .-Uime:, 

THE CHAIRMAN: That sounds all right to me, 

Mi» STAPLES» —LU Sounds satistiact ory. 

MR PROTEWARY) ( eCoule -Eeeoeme, ©iret of ali: io 
the price adjustment theory. That theory seems to me 
moepe pune Lied ron to a extentein the joint priest, sand 
I have in mind in particular what appears at pages 35 
Gogo he The question of the deductibility of petronage 
refunds is dealt with in part B, which starts at the 
bottomeof»page 35. «<2 do not think,ait is necessaryeto 
readathe whole of this,.section., Wevare, ell, famnilian 
with what is said there, 

After describing the basic cooperative approach 
4t seems to me that in paragraph 75 it is suggested in 
effect that profits of cooperatives can really be 
eliminated when we are thinking of the taxation aspect, 
by assuming that they are in substance or in essence 
price adjustments put through for the benefit of the 
member, In other words, in the case of a marketing 


cooperative, we are asked to treat the initial payment, 
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or the payment which is made at the outset, as an under- 
payment, 

In the case of the consumer cooperative, we are 
asked to assume that the amount which the customer pays 
in the first instance is an over-charge and that patronege 
dividends are used to redress the situation in each case 
and to bring the price paid back to the proper price. 

This is a very brief statement of the position, 
Dee Staples, “but is’that the substanee of it? 

MR. STAPLES: You are to be congratulated, Mr. 
Svewart, “om the facility of your: review of the 
situation, I am glad you did not ask us to agree with 
every Doin’ in> your summary: bul as. 4 pasis for 
diseussion Mi think "Lt isVexce lent, 

There are two comments which I would like to 
make and others Seriace may like to make more. We have 
Vomrmenember Tindal this what the *cooperative™sis for, 2s 
purpose? where Livceneiirion, why Tecexists:, 

It is true that it may look like another 
business , with its employees, its cash registers, Tvs 
bank accounts, its inventories and its shelves all around 
the store, But the place where it differs is at the 
fundamental level of purpose. [U"exigte to serve its 
members at cost, for some sa tunsee they decided they 
wanted, when they organized the cooperative or approved 
its expansion. That is a riidaents 1 qirferécnce which 
runs through the whole thing. If we keep that in mind, it 
Will help to clarify our discussion, I am sure, to quite 
an extent, 


On the question -- I have lost the point [I 
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1]| wanted, for a moment, Tie ds tue eerour brief wwtates , 
2] and perhaps our brief might have gone a little further at 
3] this point than it has in some passages -- it is true 

4| that the over-charge or the under-payment is -- TI have 

S| lostumy point, exeuse me’. This is not something that 

6] happens to me very often. Tt Wh Dey edie ents Im) 

7|| moment, 

8 MR, BLAIR: Mr. Chairman, perhaps this would be 
9| the appropriate time to take a recess? 

10 THE CHAIRMAN: By all means. I am glad to be 
Pt) able Vopannounce: a recess for about ten minutes), 

12|| --A short recess, 

13 

14 Miu STEWART «) Dre SUaples, Dthink you were 

15] going to make another point? 

16 MR, STAPLES: Mr. Stewart, the elusive point 

17|| I was searching point was not a very profound one. rt 
13), “Was: Uiie,o thal: the) discounteswor price adjustments as 

19), they are sometimes called in a cooperative, the under- 

20) payment) tor rover-payments, the discountinj Aa cooperative 

21|| the price then, has some of the attributes -- that is 

22| the word I was looking for -- that it may have in another 
26). business; bubidt deimcrey because the cooperative is 

4 under obligation to pay it, to make the adjustment with 
25|| the member, That isi thespcints tand Winks wrises tol 
26|| course from what I said just before the recess, that the 
oo Gpganizatsom fart om 4 differentipurpose, 1t is set up 
28 || for the purpose of serving the members at cost, 

29 THE CHAIRMAN: I had the greatest difficulty 
30] myself in accepting that statement at the bottom of page 
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36 -- but perhaps we have not reached thet point yet. 

MR, STEWART: Mr. Chairman, I was going to come 
to that now, and I would like to ask these gentiemen 
this question -- because many of them are in the business 
of purchasing from outside agencies or concerns. Would 
it be fair to say that in the ordinary case of a discount 
or repavte, “une rate of discounl or rebate 1s estan lished 
ahead and before the transactiom takes place? 

Now, granted that there may be situations where 
a person earns a particular rate of discount, through 
purchases over a period, pul "in viose cases, aa f 
unGgersvand the practice, the scale or discounts or rebate 
is Tixed ahead. 

What I am trying to determine here is whether 
the practice which is followed with regard to patronage 
rerun 2s" real ry comparable, because we have already 
agreed, “l think, that in the case Of a patronage refund, 
you "cannov possioily determine the rate of the refund or 
the amount whiten "will be availabie for distribuvion; 
until after the transaction has occurred. Would you 
Care “Vo comment cry thau, Dr’, Spuaoles? 

MR. STAPLES: “On the ast “pointy "on the Tact 
that you cannot establish it? 

MR, STEWART: On my attempt at distinguishing 
the type of quantity discount or the type of rebate that 
you get in ordinary commercial transactions, and the 
patronage refund on the other hand. 

MR, STAPLSS: <I thing Me. Blair could make 
ttivs distvinetion wore cleariy tnan I. 


MR, BLAIR: Mr. Stewart, I think that in many 
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ease the volume discount which is offered is part of the 
immediate term of sale. But J believe there are cases 
-- and I know that at one stage they exercised the 
Combines Administration considerably -- where the amount 
of final discount which might be offered to a given 

set of purchasers, was made dependent upon more or less 
the year-end results, 

MR, STEWART: But was not the scale of 
discounts determined ahead? 

Mp euSies, Latwnok So sure tha 1ivvise 7 
was going to,make this point, that the solution to this 
Gifflieulty was the very thing that the cooperatives do, 
which is to Ahold out the prospects, that discounts would 
be peaid- ifseertainacircumsvances occurred. 

You,understand, Mr. Stewart, that we-.ere not 
saying that the patronage verund is precisely the same 
thing 428 Aagdiscount.. pul we say.that 10 can be compared 
iM Many «respects, 

I thought that this comment might be of 
assistance... «ham of) the. opinion, irom my Knowledge, that 
you do not have to specify the percentage rates of this 
year-end volume discount. Bul. perhaps. your information 
LS Gifierent , 

THE CHAIRMAN: Mr. Blair is correct, I think, 
There are trades where the discount is established at 
the .end.of.the year, from year to year, dependent on the 
volume ..in.the, year, 

MRe STEWART :-sBut_ 7 think. Mr. Chairuen, i% 
may be as a matter of law that the person who is 


prepared to grant these discounts is required to publish 
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them ahead, not only as to their existence but as to the 
rates, 

THE CHAIRMAN: Well, there are some. They may 
Wed Dberpdnebreachs of thee law, for ali, Lf knows 

MR, BLAIR: There are all sorts of purchasers 
back here who might be familiar with this practice. 

MR. McDONELL: Mr. Chairman, may I suggest a 
thought which has occurred to me.An insurance company 
makes a rebate to the insurance agent, by way of 
additional commission or whatever it may be called, based 
on Ghesdnsurancevexperience- for, thes year. there vare 
many types of insurance and pension schemes and there is 
anraterbasedyon, the experdence<. «Illi ista commony prackice. 

MR, LEGER: In the automobile business the 
companies give quantity discounts and they do that at 
the,send,of the fiscal year. 

MR, GIBBINGS: I might aiso point out that the 
opposition in the grain business can and do frequently 
announce in advance their intention to pay a dividend, 
without specifying the amount, 

THE CHAIRMAN: That is a travelling ddscount,; 

MRe LAIDLAW 1s. ° Isettcnotetruepalse thati the 
cooperatives rate actually is set in advance by saying it 
Wild bewmLOOuper cent? 

MR, STEWART: On that basis one can certainly 
conceive that a formula is established. But whether that 
formula is really to be equated with the rebate or 
discount that you get from an ordinary commercial 
corporation is obviously arguable. 


I am not sure that on this particular question 
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we do not come back to the point which we ultimately get 
back to on many of these arguments, which is this. Has 
the real profit from the operations of the cooperative 
been earned before you get to the patronage dividend 
stage? In other words, is the cooperative a corporatio 
which is carrying on business for the purposes of gain? 
Does it in fact earn income and make a profit or gain? 

If it does, should it not be taxed in the same manner as 
any other entrepreneur? 

MR, STAPLES: The word "profit", Mr. Stewart, 
is quite properly applied toa cooperative in se far’ as 
its business arises from dealing with non-members. [I 
think that is so. But in so far as its surplus erises 
from dealing with members, then the word "profit" cannot 
properly be used -- if you use it in the ordinarily 
understood dictionary meaning. The word "profit" has 
many meanings. It may be just @ general good. We may 
say that this discussion "is a profitable discussion”. 
In this sense, the word "profit" has many uses. if you 
are using it to designate the financial advantage coming 
to a person in proportion to his investment -- which is 
the usual use -- then it cannot properly be applied to 
the surplus in a cooperative which arises from dealings 
with members, 

MR, STEWART: Is this because you might 
consider, Dr. Staples, that the relationship between a 
cooperative and its member or patron is not strictly an 
arm's-length relationship? 

MR. STAPLES! Well, “l suppose 10 1s not an 


arm's-length relationship. I am not quite sure what an 
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arm's-length relationship is. The members in the 
eooperative are.one in every sense except a legal sense, 

MR, STEWART: You differentiate in the relation 
between a member and the relation between a non-member, 
I would expect that the relationship between a cooperetiv 
and a non-member would ordinarily be an arm's-length 
relationship, if the relationship between the cooperative 
and the member is something different. 

MR. STAPLES: Yes, it certainly is something 
Gisgferent< 

MR, STEWART: Perhaps it could be described as 
a non arm's-length relationship. Please understand that 
I am not trying to get you to make admissions here that 
you Should not make, 

THE CHAIRMAN: The transactions between a 
corporation and 2a cooperative, the transactions between 
a member and a shareholder -- I suppose they might be 
non arm's-length relationships -- but it might be the 
other way. 

MR, SUAPLES: 2 think 1b might properly be 
described as a non arm's-length relationship. It 
can be said that the initial transaction -- I am talking 
in terms of techniques -- the initial transaction is not 
thewfiinal transaction: 

MR. STEWART: That is one reason why I asked 
that question. 

MB snBDADRse ) Perhaps feshoeuldrintenjecteso that 
we may be clear that we are using the words "non arm's- 
length" in a purely untechnical sense. 


MR. STAPLES :* Yesx My lawyer friend should 
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wamet® 
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wo wd 


protect me on this, because I do not know the significance 
of "non arm's length", 


MR, BLAIR: Yes, 


ie) 


s frequently the courts.do 
notmindicate Bu; 

COMMISSIONER PERRY : When Mr. Staples said this, 
Ivieaned over and said to the Chairman that Mr, Staples 
wes a lucky fellow. 

MR, STEWART: The mere reason I asked the 
Question, Dr. Staples, is that, as you know, we have had 
representations made to this Commission which are to the 
effect that this particular tax treatment of cooperatives 
should be reversed, ftshas beenrsaid sin. cennectionawith 
this price adjustment theory and in connection with your 
argument about discounts and rebates, that you only do 
grant -- when I say "you" I should perhaps be more 
explicit -- that a business grants discounts on rebates 
Lo tpersons *weocaretadverse im interest «te the particular 
business and not to persons who have an identity of 
interest with the business. Would you care to comment 
on that? 

MR, STAPLES: I have never been able to 
understand this concept or see any value in it. if 
doubt my ability to discuss it and I should like to ask 
Mw. Blair tonstaerteroliiathe discussion.* sTherermay:besothers 
in the room who might like to speak on it also. 

THE CHAIRMAN: Might I make one comment at this 
podntsalLt mighbtibe helpiulin tere, Bielirutormakesva 
comment, Certainly it would give him something to shoot 
at, 


I would have thought that discounts and rebates 
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in a non-cooperative corporation are to increase trade, 
to increase profit; whereas patronage dividends are not 
Girected towards that but are directed, from my under- 
standing, to distribute whatever the gain may be, so as 
Vo bring back the services “ror the member vorcostv, ai 
would have thought that there is quite a difference 
between a payment to increase profit and the payment of 
patronage dividend. 

MAS PEAINeG Ml URink; Mey Charrmany that “your 
comment is rignt, We do not wish to appear to say that 
the patronage refund is just like an ordinary trade 
discount; but it has certain features in common with a 
tCrade discount. 

As to the statement which has been made in 
SevvrIin brieis, 2a whiten originates sin only “one 
document [I am aware of, the book written by e gentleman 
called Patterson, the word "rebate" has only iegal or 
eeornomire "signii rcance as 10 1s paid toa “person wiowis 
Highly adverse’, 

it’ is quite conceivable that “a large share- 
hoider in @ giver corporation might buy that corporation 
product's “and obtain @ discount because he bought them, 
unaer'=cemvaimn 2 1 ned "CLreums vances; 

There are sorts of similar types of things that 
could come to one's mind. I do not think that this 
necessarily “le “One *test “oPeihethner a*discount is truly 
@ discount or not. I come back to the fundamental point 
we are making, that we were speaking about processes of 
what appear to be price adjustments. 


If ordinary companies adjust prices within the 
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Tiseal perdodyneyatne evant of rebates, discounts or 
allowances of one kind or another, then these relate to 
Cheaprices, sthey chergenvtor theimeproduct «soe that when 
Ghe,accountsiarer taken off; the overall income will be 
lessened and this affects their tax position. The 
significance of the cooperative adjustment is that it 
Oscursgalter Eheraccountsware closed or at. feast arter 
the accounteseréecitosedwonta preiininarywibasis; but in 
essence thersane thingroccurs., Me. Chairman, whether the 
motive haswbeen to inerease the business or to pass ‘out 
the Cain. Bebenmate hy i iave@cone Uhrouches process of pric 
adjustment. 

MR, STEWART: Now, Dr. Staples, when you were 
taiking a few moments ago about the distinction between 
business with members and business with non-members, you 
referned teathe nature of the relationship between the 
cooperative and its members. This seems to me to lead 
right. into the second justification for this deduction, 
whichseas»Icunderstand, it,«<is, that the cooperative in 
eftect carries .onwasian agent Porai tes members, 

Ifthinkeleses «that, approachoerneiiectedvinm the 
Joint briefeineAppendix-B, tand imsparagraph B4. At the 
end of that.paragraphiithergeis..a sentence qwhich reads 
as follows: 

"Despite its separate legal 

existences Geeooperstive does «not 

earn income on its own behalf and 

virtually all the savings from 

operations flow back to the member- 


users in proportion to their use 
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of the services", 

Then di fT 100k atthe brief lof the Cooperative 
Wheat Producers, at pege 116, about half way down through 
paragraph 194, where you are discussing patronage 
Rerunds 771 Chind vis 

"This, they ---" 
that is, the patronage refunds -- 

"become the practical equivalents 

of ineome "earned by ethe individual 

members in carrying on their 

separate businesses in the same 

manner as if the member operated 

this portion of his business 

activity through an unincorporated 

cooperative or partnership." 

If those two Suet aunens reflected to some extent at 

any trateethis sageney approach, I would like. to mektyouwstao 
comment on two or three points which we have touched on 
Ge sonerextent eo%t thinkewe have calreadyvagreed -thatnrea 
member of a cooperative corporation is not liable on the 
contracts of the corporation, he is not liabie for the 
wages of the employees of the corporation, 

To use another example which I do not think I 
have used before; J takecit thateif a corporation 
sustained losses in a particular year the individual 
members would not be personally liable as a matter of 
law; © Therefore; their ‘losses are for the claim: of ‘the 
eredivor, This I am well aware is getting into the 
legal sphere and you may well wish Mr. Blair to deal 


With that one. 
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1 MR, STAPLES: Thank you. 

2 MK. BLRIRY “IY. Chairman, first of ari, = fave 
3] been reminded from behind that I gave a not completely 
4) accurate answer to the Chairman when I said that the 

§| patronage dividends are related to the distribution of 

6|| surplus. I think it is undeniable to say that the 

7| fact that patronage dividends are paid attracts customers 
8] and patrons to the cooperative and it is one reason why 
9| members join cooperatives -- so I suppose it could be 

10) said in some respects that the patronage dividend is 

7h not unlike a “discount, 

12 THE CHAIRMAN: It is taking things round the 
foe Lull cireie. "1s 20 “ot? 

14 WR. BEATNs “it ie. Mir. “Ghatrman. Mc. Stewart, 
5) we are trying to provide analogies and we hope heipful 
16|| examples for the Commission. We obviously do not rest 
7}. Chis case on any assertion that the typical cooperative 
18 ig the “agent “cf Its™menbers” tn the “traditional “sense or 
my principal “and agent, except ~orrvcourse for the important 
20|| group of cooperatives which are known as agency 

21) cooperatives where this position has been recognized by 
22|| the Supreme Court and by the Exchequer Court, in the 


23|| case of the usual type of cooperative, what we are suggest- 


oA ing is that there is a great similarity in many respects 
25) between their operations end the relationship between 

26|| principal and agent. it i true, and no one has ever 
27|| asserted that it is not true, that certain attributes of 
28|| agency do not apply. The member of the cooperative is 
29 not going to be legally responsible for the losses which 


3 are suffered by the cooperative. But if he wishes that 
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cooperative to continue in business and to serve hin, 
he and his fellow members will have to put up the fund, 
or i0 will disappear. 

Mi SL BWARL: Me. Biair, Jet me-pul this to you, 
because this has legal connotations, too, What reaily 
is the difference between members of a cooperative and 
shareholders of an ordinary company in this respect? 

Are both groups not joint venturers through a corporation 
in a business capacity? 

MR, BLAIR: I would not disagree with that but 
I would say immediately that the difference lies in the 
motivation and the method they employ. 

MR, STEWART: Yes. This is something we are 
obviously not going to decide now, but it may be that 
questions of motivation and method are not conclusive 
when it comes to taxation, i @ pariictiar result. 
ineomewise, flows from an activity which is carried on, 
then the result should be taxed, no matter what the form 
or the motivation of the taxpayer. 

MR. BLAIR: Of course, the whole basis of our 
submission is that that should not be so and that, 
regardless of Ghe tegal definition of income in any 
given circumstance, the organizations represented here 
should be taxed differently, because they are different; 
and these questions particularly of motive and operation 
cannot be ignored. 

MR, STEWART: Let me put another question to 
you along this same line. Is what you say not open to 
this attack, if you like, that what you are attempting 


to do for tax purposes is pierce the corporate veil of the 
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Ven et, 
1] of the corporation. In other words, your cooperative 
2 is carrying on business in the corporate form. It has 


3 211 the advantages of the corporate form. 

4 I suppose that the fact that the legislation 
5|| in many cases requires these cooperatives to be 

6] incorporated, indicates that the corporate form is 


7 almost essential in all the circumstances. 


8 To carry on in the corporate form, you have the 
9] benefit of the corporate form. The corporation in 
10/ question is earning what I think may be called income, 


41] sithough you may prefer to call it gain but then, when 


12] the fiscal period is over and the smoke all clears away 
13] and you find that in a particular year there has in fact 
14 peen profitable activity carried on, you say: "Now, for 


15| tax purposes, let us forget all about this corporation 


16] and iet us assume that we have an amorphous mags which 

17 may be 60,000 people, who are carrying on business in 

18|| partnership. 

19 MR, STAPLES: Let me see if I can clarify this 
20] a little, Mr. Stewart. I would like to teke a simple 

21] example. You may think it ridiculously simple but let 

22| me try to see if it will illuminate the point a bit. 

23 You and I are separate legal forms. 

24 MRA STEWART = 1 hopes so. 

25 MR, STAPLES: I make an agreement with you to 
26 purchase an automobile Tor me and I provide you with 

27|| up to $2,000.00 to buy this automobile. The arrangemen 
28 we have says that if you have any money left when you hav 
29 bought this particular automobile, you will give it back 


30 to me. Now, suppose I make an agreement with Mr. 
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Carter to buy an automobile for me and I give him 
$2,000.00 to buy it with and suppose that the agreement 
in-@is case 1s dirrerent. Suppose 10 says in effect 
that if he has anything Teft “he keeps the balance’ for 
his expenses or whatever he wants to do with it, 

the kind of’ agreement I have with you is the 


kind that a member has with his cooperative. He sets 


the cooperative up to perform this service. If you find yo 


/ eat me en automobile costing only $1,900.00 you must give 
me back $100.00 and while it is in your possession it 
eer Cainly “is*noev “your ‘income "Bul in the case oF pi, 
Carter, if the automobile he gives to me costs only 
S12 9001007 “he has “got-#1 0OV00"ror himsel?, “whien*ne 
procably snould report on°as “income. IP he -doee's net do 
So, “Il °will@-reveal’ this “and he will be caught. 

THE CHA IRMAN: I think that probably in my case 
I would share the burdens of government. A portion of 
the $100.00 profit that it made is a portion which 
pertains vo alirthe otner Income “ofthe country; If Nr, 
puewart’ 18 in business in buying automoblies and he has 
made a gain for somebody to the extent of $100.00 -- and 
LT vin 28) ose Balin. 26 seems wo we Unau Ui sea~ gain, 
in my case it is a gain -- I do not exactly see why Mr. 
Stewart or his principal or somebody should not carry 
their share of the cost of government, 

MR, STAPLES: You are really raising another 
question. 

THE CHAIRMAN: As I see it, it is an important 
question. 


MR, STEWART: May I say this, and let me treat 
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Dr. Staples proposition not as a question but as a 
comment, My comment will be this, that no one will 
suggest that certain legal relationships may be entered 
into which constitute what we call an agency, and that 
if you have an agency relationship in the strict sense, 
then there are certainly legal consequences for the 
principal and certain legal consequences for the agent, 
and the agent may emerge only with a commission, on which 
he is taxable. 

What I think we have to consider here is 
whether the relationship between a cooperative corporatio 
and its members, taken individually or collectively in 
any particular case, is legally an agency or something 
@ise,;  Ther@ are many difficulties in connection with 
Chis©partieuiar subject, Tusseems tolrme  Chatrcneror 
the “difficulties is that hevesrgranted*thatsyour 
corporation or cooperative corporation is doing things 
for its members, doing things for its customers, 
parleor the®conplication® orrdiirricuityol thinks isedue 
to the fact that there is to a considerable extent an 
equation or an identity between the members and the 

which 
customers, /this corporation does claim for all its 
members, and there may be-a very considerabie number’ of 
them. What I think you have to do, if you put forward 
Che aegency approach, “1s this, > As Mes Blair says,-agency 
in law is one thing but whet the ordinary man may 
regard es agency may be something quite separate, What 
you have to do is look at the situation as a whole, in 
order to determine whether your cooperative corporation 


is really acting as an agent for its individual member 
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or whether, having regard to ail the circumstances, it 

is not in business as a principal, the principal being 

a separate person from the member, but the principal 
obviously doing what it does do, for the ultimate benefit 
of the members, 

The ordinary corporation in this regard is 
in a somewhat similar position. It carries on as a 
separate person, IU is carrying on for the benefit of 
its shareholders but I do not think it would ever be 
seriously suggested that it was an agent for its share- 
holders . 

MR, STAPLES: Mr. Stewart, I did not perceive 
that my example would be complicated by reference to the 
agency type organization; ~ I see your point.» I had 
reference to the fact that there is a claar arrangement -- 
I almost used the word "egpreement", firs found in the 
législation or the by-laws or the charter, It is added 
es well adava -Tegaimoblication onthe cooperative, though 
a separate legal entity, to pay the surplus back to the 
member. It does not have a choice in this, and you have 
no choice in this one. 

In practice, I would agree that you would be 
deducting part of the $100.00 for the expenses you had, 
or may have had, in regard to the automobile; but [I was 
reducing the exatiple perhaps to ridiculously Simple terms, 
UO Pilustrate that this is-netryour money at°all, it is 
mine . 

MR, STEWART: Dr. Staples, let me put this to 
you. Suppose I find in Ottawa today that a particular 


retail shop is for sale. Suppose I go to you and say i 
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would like you to finance me so that I can buy the company 
which runs this retail shop. Now, this is not a 
eooperative and perhaps I am going to run into personal 
finance. bet us.suppose iLrco, tory X. Lor-my finance 
and I say to him: "Mr. X, if you will finance me on this, 
I will pay you all the profit that store earns". Now, 
Lf CAabLy, on, Waele] doris+ ll puy, the. shaves, of. Uhe 
reveailoshop...nén, sat. the«enau.of my first.vear.ef 
operetlonsoreitse.firesb sear of operation «under wy control, 
let us suppose that the operation has been in the black. 
Mr. X comes along and says: "Now, I want your profit." 
I say to him: "The income tax collector seems to be taking 
an interest..in,this situation; -I.am quite prepared to pay 
you.the profit I have left. after income tax has heen 
paid by the corporation,” He may say to me: "You just 
tell the income tax collector that that is not the 
company's .profit at.alli,..that has got to, be..paid.te.me 
because you have agreed to pay to me." It may be that 
the income tax authorities would accept this as an 
answer .to their claim; but..it would surprise me. 

What I am putting to you is that I am not at 
all sure that the fact that you may have agreed, or that 
you may even be obliged, to distribute amounts to your 
members by way of a patronage refund, is material when 
it comes to the question of whether income tax should 
De. paid.on the achivity which uyoushave carried «on, 

MR, McDONELL: May I ask Mr. Stewart would he 
put the same interpretation on that, if he bought this 
business on his own? 


WR, STEWARTs. JI think that is.a fair question. 
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There again, the income tax authorities would obviously 
have to consider the overall arrangement. The income 
tax authorities would certainly expect tax on the 
income from the operation. I think that what you are 
amnplyingy Me. -MeDoneliprand isvhink Lv disses “perfeetly 
Fair comment, is that othe waters are muddied here to 
some extent by the fact that we have corporations 
intervening and that in this country at the present time 
at lany rate there is double taxation of corporate 
income, 

MR. McDONELL: Of a corporate company. 

MR, STEWART: Ordinarily there is. Yes. 

MR, McDONELL:° ZI wonder if I could interrupt 
atvothis® point . Is not this the reason why we are in 
controversy on this previous discussion -= it is because 
the whole thing is whe ther this cooperative is a 
eerporation.enir Lheseoopérabiveris not aicorporation, 
Uberer isenoaproblemy; 

MR, STEWART: It seems to me that it is one of 
toesveaiicausés’ of difficulty onene. What concerns me in 
partwabout) thisvoverall proplem gsy how you ieanwhave 4 
corporation for some purposes and then disregard it for 
other purposes, 

MR, BLAIR: Mr. Stewart, I have been sitting 
here and wondering how I would address you on this, 
recognizing your well known expertise on matters of 
corporation and corporate theory. I make that 
reservation, so that I will not get into too much trouble 
if Ll getooverumy, depth: 


For a long time, the courts have looked through 
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the corporate personality of different types of 
corporations. They seem to have had very little 
difficulty in doing this. Dealing with mutual insurance 
companies, there 47&a number of leading cases where they 
while 
have said that fhese companies are corporations and 
they have looked at them andisatd ingfactithey aretnet 
really corporations of the type which are ordinarily 
dealt with by the courts. Thus you have Mese gecisions 
which culminated in the decision of the Stanley Mutual 
Insurance case, by our own Supreme Court, 

Wwe are not trying to suggest to this Commission 
that we backtrack on 211 these complicated theories and 
concepts of what is a corporation and what is not termed 
a corporation. We take our stand on this submission, 
on the finding of the 1945 Royal Commission that, in a 
legal sense, cooperatives carrying on business as they 
deosudonearn whatids called: income. Bus weearestaking a 
pragmatic, and I hope a practical, position before the 
Commission. Because cooperatives are the kind of 
organization they are, it is right and proper to have that 
income reduced by the patronage payments they make. 

I may be speaking against the best interests 
of my profession in suggesting that this is perhaps the 
only way in which this complicated matter can be approache 
in terms of what the practical results may be, rather than 
in terms of the technical application of rules of agency, 
partnership or any;:other legal concept. 

MR, STEWART: Yes. Well, when you put this: on 
a basis of equity or practical approach, then of course 


it becomes an entirely different matter, What I have 
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been attempting to do is make sure that I understand the 
arguments, first of all on this price adjustment theory, 
and secondly on the agency theory. 

MR, BLAIR: We’ say, Mr. Chairman, that they 
act in some respects like agents, but we have not really 
put a great deal of stress iM these submissions, on the 
so-called agency theory. 

MR, STAPLES: Now, Mr. Houde. 

MR, HOUDE: I should add a short comment on this 
When we discuss all this, should not we keep in mind that 
Phere sis tautiné eiewentewhichsdisruptsvour thinking? 
eeaihnecyear endo incencooperatives the -corporationgr the 
enterprise ,wpre pares Tinanciaivnstatements and goes: torthe 
annua lsmneéting. ee Shoulid not we considér this?) is. itinot 
& fact thate those financial statements in a cooperative 
constitute an interim report to the association which 
ounodthetenterprisssanducontrols Lteandvoperates at? 
ior isaeantinverimreport. presented Sorthershareholdersyaa 
patrons at this time, asking what to do with those 
fieuressowhiehtarenotr final: 

In fact, the enterprise is saying: "Well, you 
are Ghet owners owe! have toolmch money in here, what do 
verdorwithvtits howsdolwertreat’it in cur booksnof 
account?", Then the members of the essociation decide 
at this moment that as patrons they will adjust the price 
policy that has been followed, Then the financial 
statements cmbe finalized and produce e result, from 
which the owner as such, the shareholder as such, can 
decide what he does. If the annual meeting could be 


held on the day of closing the books, the whole situation 
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would be different, 

MR, STEWART: Well, Mr. Houde, I am not sure 
that it would be different, LE syowrare “considering «the 
Question of whether a particular corporation has made a 
profit from a business operation, let me remind you of 
this. there ane different types *of ordinary ‘corporation, 
with which I cannot profess to be too familiar, but I 
think this is true in England of the English company, and 
I think it is true of some of our Canadian companies which 
areformed (by registration ‘vather than by Letters 
Patent Ppethat sv Visiethere quite theindrmal ‘thing for the 
decision as tovdividend to bé made by the shareholders 
seneraiimec Ging HOxin other words, 1 think 1. em-cerress 
in this, that. the directors ofan English eonpany at 
the: annual meeting. of the shareholders, whieh of 
course takes places long anterutheumater ial fiscal perwvod, 
propesestoi the shareholders that: the dividend of a 
particular Mate pelipaid. The shareholders presumably are 
able to agree or disagree with that, JI think that in the 
normed course they agreeand just exactly how far they 
are permit vemito mo fas, atta tleriom Tar din calling tor 
theomtistvribution ieft the whigle ol the earnings » ora 
largerrportioni or Smaller qmorUVlonmor the: earnings 72 
ganic vedipeow. Ve doinotMknow Uhat-0" Dido mot think 
that in’ this regard there is a really essential 
distinction between your type of corporation and the 
other, It seems to me that really what this may come 
down to is this, that you claim that you have what is 
essentially, regardless of the corporate form, a 


different type of economic organization from that of the 
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ordinary corporation with share capital and that the 
taxation rules which apply to one form of economic 
organization need not necessarily apply to the other, 
Would you care comment on that, Mr. Blair? 

MR, BLAIR: Well, I think that as a general 
principle one might say that there are exceptions made 
at many places in the Income Tax Act, as it now stands 
and possibly as it will be in the future,to recognize 
differences between the different types of economic 
organization. To some extent the cooperatives are 
taxed as if they were ordinary companies but to the 
extent that they follow the practice of paying patronage 
refunds, they are not, 


MR, STAPLES: As a supplement to that, may I 


add sar idttle»more, It seems to me that part of the 
addfifiieulty.is. this. Perhaps you had better continue 
for a minute, 1)Wild oome, back. to. ite 


MR. LAIDLAWs:, May I bring, out a. couple. of, points 
on the agency relation between the member and the 
Cooperative Just. to strengthen this relationship. 

First.of.all, Jet us take some of the. purchasing 
cooperatives. Let us take a farmers supply cooperative. 
I think we would find in actual practice that in many 
of the cooperatives the manager or the organizer in a 
business organization knows in advance what the members 
want ima particular line. The organization is already 
instructed by the members to procure this line and in 
certain specified formulas, and so on, 

For example, it is not uncommon at this time 


of the year for the farmer supply cooperatives actually 
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to get the advance orders from their members for 
rertilizer,. so that- the’ supplies which they put in their 
store are not put in there, so to speak, for speculative 
sales but rather they are put in there on pre-order by 
the members, 

In the same way, the cooperative wholesaler 
actually gathers together orders of certain line, pre- 
determined by the member cooperatives. Thess aeealnr is 
based on the needs of the members, so that this agency 
relationship is maintained all along the line. 

Dimitar ly ine Une consumer’ cooperatives there 
areusuchothings as advisory committees of the members, 
women's guilds, and so on. They sit down with the 


manager and advise the manager on brands and lines and 


qualities and so on. Mnererore, "Cais "whole releurcnsoap 


between ihe "member “and the cooperative is avery close one 


i think thateinai bor thnese “examples the “agency 
redeaticnship Ls*borne out. Similarly in the marketing 
cooperatives. 

A Marketing cooperative, for example, dealing 
with livestock ‘or grains, does not go ahead in a 
speculative way and build warehouses and facilities. 
They do that only after the members themselves have said 
to them: "We need this kind of warehouse, this kind of 
plant." They instruct the board, very often in member- 
ship meetings, to go ahead and build that kind of plant, 
to provide those facilities and give that particular 
service, Therefore, 1t seems to me that in both 
types of organization this relationship of agent is 


always apparent. 
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MR, STEWART; Thank you, Dr. Laidlaw. I would 
like to asky if 1] may, «what your reaction.is to a 
suggestion, or perhaps I should simply say "statement", 
which was made in the brief which was filed with this 
Commission in August by the Alberta Wheat Pool. 

There they were considering the question of 
the deductability of patronage dividends. They were 
talking about Ghe price adjustment theory. They 
suggested this, in effect, that when you.came to 
eonsidersthe tax treatment of the ineome of a. cooperative, 
you should divide the income into two parts, that you 
should concede that the cooperative was carrying on a 
business in which it employed capital, and that you 
should attribute part.of the earnings to a deemed return 
on that capital employed, and the balance of the income 
Should be dealt with on the price adjustment. theory. 

Whether the Alberta Wheat Pool had in mind in 
that regard something like the present provisions of the 
statute, which call for taxation on the three per cent 
of capitalnemployed,.I,do not know, 

Howeyer, at page 75 of their brief, at the end 
of paragraph d77, they said this: 

"Hence, Similarity of tax 

treatment requires that the price 

adjustment portion of a cooperative 

member dividends be deductible from 

the taxable income of the cooperative 

and the income ascribable to a 

return on equity capital be taxed 


in the same way as for ordinary 
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corporations." 

That is the end of the quotation, but they went 
on in what seems to me to a very interesting way to deal 
with that whole situation. 

I wondered whether, as far as you gentlemen are 
concerned, there is any thought that this problem might 
be dealt with on’ some sort of a compromise basis. ~That 
is, that the patronage refund deduction be permitted to 
some extent, but that the cooperative itself be taxed on 
a portion of its income - which is related to capital 
employed. 

Lev Wetsay nav’ this’ is noe a~trisi™ balioon 
being flown by the Commission. This is just an idea that 
eceurred Go tmerirom- reading the Albert’ wnees Pool prieix 
I am just wondering to what extent the statement that is 
made there reflects the thinking of the movement as a 
whole. 

MR, STAPLES: I could try a very general answer, 
Mr. Stewart, and there are others who will want to comment 
in the light of their greater knowledge of what is 
involved in-this’ 

It would be our view that the provision of 
capital is only onesatof contribution which the members 
maxe Uo the “success of a cooperative enterprice, “Tt is 
an important contribution, Lf agree, but it™is’ only one 
Tor my, The members contribute voluntary effort in many 

committeeg. 
different ways, They serve on Boards of Directors and / 
Theytake their goods home at their own expense. In 
others there may be a delivery charge. The members 


are involved in the enterprise in different ways. 
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We see no reason why the capital that they give 
to the organization should be treated in any other way 
when it comes to the distribution of surplus, than anythin 
else they provide. We Would find it difficult to find 
some basis for attributing some of the income to 
capital. 

MR, FOWLER: May I comment on that? This is 
like trying to find which is theimportant leg of a three 
legged stool. As has been seid, there are. meny 
contributions the individual must make to the success of 
Uhe-coopenavive if it veito flourish and do the job 1% 
was set up to do. One does not say "this is the one" 
or "that is the one", 

branca abot tof cooperatives iin the nlasOsthirty 
odd years. The one thing that is important is the patron 
ivean get in with pene Tittle eapeteah, 2 ean Oo Sultan 
pay cheques and do all that, but I cannot get along 
without patrons. 

© would Tiike Cevecive some further illustration, 
as if you lead into this avenue you will come up against 
these points. We see our refineries which are run by 
large power plants. They are put there to lower the cost 
of ‘producing =the icoods ; In bygone days these things were 
dene by a2 horse (or ta wmulei. We have different tasks 
today. There has been a great change in the history of 
these things and it would take half a day to tell you 
something about it. 

We think this is what forms the farm power 
project, That is what it is. The only product we sell 


to non-members is the by-product, We do not bid for 
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government business. It i8 quite profitable but we do not 


want it, This is what we were set up to do, and we 
ao this, We sell to non-members only what we have in 
surplus. 


if we sre to say that wé are going to pay a 
tax because we use capital, I think you would have to go 
back on the farm, because there are some farmers who 
have power plant on the farm, and you would have to say 
that to them, They are growing agricultural products, 
They may not have much margin on them. It would mean 
"this is what you are doing and in order to do this you 
erelusing capital, *youuare using this mile or this 
horse and when you set up your income tax you must see 
that part Or DUNG «capital comes in as income represented 
by the horse or the mule". I think that is a fantastic 
idea. 

MR, -McDONBLEL: “I Have''a comment of a different 
type yryihis “is Tinreregard to capital employed cin 
cooperative. The interest on capital’ is subject to 
income’ tax. if you tax this ac Shas been propose din 
the “Alberta Wheat. Pool brief income on return on capital, 
in@ometon return on patronage, you are merely saying that 
this income should be split in two for tax purposes, one 
subject “utocdouble “tax ‘and: one “subject to single tax. 

And therefore you have to examine the authenticity of the 
double tax itself. Why should a member be subject to 
double tax, with no relief of the type granted to 2 
private corporation, when no other taxpayer in Canada is? 

The whicele«quédstien of three per cant capital 


falls down in principle, because of the double taxation, 
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applied at a time when we had double taxation applied 

in corporations, which does not exist beyond a certain 
ineome, level. The whole picture of taxation is changed 
there, 

To suggest something that adds to this double 
Gaxation feature. in,cooperatives is just.contrary to 
everything which has gone on in this field in the last 
nunbern.of yearns 3 

THE CHAIRMAN: Your remarks pertain only to 
producer cooperatives. 

MR. MecDONELL: Yes, and supply cooperatives sand 
supply producers, which is 75 per cent of the confumere 
field, Soe Heoreshl spescticot omirecses ey onesreudealing with 
SU LaC COperRavives 

MR; STEWART: «Mra-MeDonell., I think your point 
about the difficulty of dividing. the, income «is «probably 
weli taken. It seemed to me that the Alberta Wheat Pool 
was trying to make a constructive suggestion, but [— must 
say that it would seem difficult to determine what the 
proportion of any division of this sort should be and what 
rate of return should be attributed to the capital 
employed. 

MR, HARROLD: Mr. Chairman, perhaps I might just 
have a word, It refers to our submission in August. 

I would ask for comments from some of the other 
organizations wepresented here). 

I hesitate to start this, because this is quite 
a long section, but anyone in this group who has not 
read the complete section referred to will probably have 


difficulty in answering the question in the way that you 
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Therefore I would like to refer to this section. 
I suggest that it starts off by talking about this 
suggestion by other people on this tax theory. Lycthe 
bottom of the first paragraph it refers to the assumption 
that dividend payment on share capital and payment on 
patronage dividends are alike, As far’as we are 
eonecerned this is something that is propounded. Then, 
in a further section, we comment on trying to separate 
the two components of the cooperative patronage dividends 
ascribable to patronage and to capital, and the rate that 
should be applied. 

Wer set reit-ta “number tor isectLons stheme, We 
Suggest the difficulty in allocating the proper percentage 
that can be applied to these two components, The 
actual fact is that, as rar sas Wwe Saremeonecrned, and 1 
suppose this may be true of a number of other cooperatives 
=~ [ might “say, before TFugo on Go the nex¥ point a 
normal rate of re'tunn ; -or%a* rate of return recognized on 
equity, can “befas Warras Vine codperativeris ,concerned, 
eut doun Verzerot 

MRO “STEWART s- Yes) you \devsuggest) “as 1] 
recall, that tif ‘an arbitrary vate (of retumn were being 
established, it should take into account the special 
relationships between members of the cooperative and the 
cooperative, and the fact that they are willing in many 
cases to put money in at a low rate of return. 

MR. BHARROLD: This°is’ the fact, we may 
confuse patronage dividends being paid to a member. [It 


is not in any way related to the amount of equity capital 
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that the member may happen to have in that cooperative 
at that particular time. It is the question whether 
there is any part of the patronage dividend related to 
equity "capital, as far es our relatLonships are coricerned, 

MR, STEWART: Quite, Well, now, Dl think iv 
Might be worthWwhileyuar f refer ‘at thls point) tol’, 
Melvors article again. 1 had in’ mind in particular the 
last paragraph of the article, at page 38. 

He has been discussing this question of the 
deductability of patronage dividends, and he says this: 

"To conelude with 2a comment 

on ‘Seetion "75(1), the prospect. of 

amending or expunging its provisions 

LSt sony Lous ly not one which 2 

Canadian government is likely to find 

inviting. There is nevertheless 

atvery good ‘case ,/'on grounds ofits 

eri ee tat apo’ equity -veomnpet live 

edvantece Perizeiency in resource 

apLocal rom and upon public revenue, 

fora re-examination and re= 

assessment of this particular piece of 

tegislation, ie is ain’ fack’ discriminatory 

and its removal would represent neither 

the complete disaster (to the 

cooperatives) nor the complete solution 

(for the 'private' trade) that it is 

commonly held to represent," 

Dw eatop there “for the moment at any rate. 


What I have read that for is to attempt to make it clear, 
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perhaps unnecessarily, that in the opinion of this 
writer, who was apparently writing for the Canadian Tax 
Foundation, which is I think a non-partisan group, the 
cooperatives have a real onus on their heads in 
defending this »particular prevision cfethe-Tax-Act., 

iL -have jgone through these briefs, having 
regard to what Mr. MecIvor has said, and perhaps it will 
simplify andéshortennour «discussinnolt «I vindicate -Voryou 
my understanding of some of the points that you make 
whiten earendesioned to refute Mr. Melvor's propositions 
or designed-tommake ‘out <2 case ‘for the continuanceeof 
the present tax situation. 

if ywowsbeoknat. the: Joint briehs atepages 635 
to 45, you will see set out there arguments in support 
of, your tax woreposalis, which wolf ‘course ‘include, the 
continuance of the patronage refund deduction. 

In paragraph 70 you make the point that 
cooperatives should be taxed on a different basis from 
ordinary: companiesiibecause they are different in 
structure and operation. 

Then in paragraph 83 you suggest that if this 
deduction were eliminated you might be forced to carry 
on business as. if you were a’ completely different type 
of organization. 

Then in paragraph you say that this change 
would retard the growth of the cooperatives and "lessen 
their ability to improve the income of farmers and 
fishermen and impede their efforts to provide 2a 
rational and stable system of marketing for primary 


products", 
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Then you deal in paragraph 84 and 85 with the 


In paragraph 87 you point out that any change 
in this deductability feature would "jeopordize coop- 
erative financial stability" -- particularky, I take it, 
ify yournad, to change ty our pricing policies, 

I do not suggest for a moment that those are 
the only arguments in the joint brief, but they are 
some of them. 

in therebrier .of athe Federated rCooperatives, 
wou ‘deal with (‘the defence wf this deduction, at pages 
AVGta tia In paragraph 190 you say that the besic 
issue involved is: whe ther qomenos society vshadl "permit 
to operate within the economy without tax penalty a 
non-profit eorporation, conducting business commercially 
on a large or small scale and in competition with that 
segment of the economy which has been described as the 
investor owned business. 

You point out in paragraph 20] that patronage 
dividends can be paid by people other than cooperatives, 

In paragraph 204 you indicate that if the 
cooperatives were taxed further, this would minimize 
the benefits of cooperative action upon those who are 
seeking their needs and requirements through this self- 
help formhef senter prise. 

Then, to take another one from the Cooperative 
wheat Producers brief, at page 96 you point out in 
paragraph 157 that there are 2 good many cases where 


special tax treatment is given in the existing 
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legislation to particular types of taxpayers, and that 
there is also quite a number of types of transaction 
Which receive special treatment for tax purposes. 

In paragraph 158 you refer to the point which 
is also made elsewhere, that these cooperatives are 
peculiarly Canadian, that by their nature they are owned 
by Canadians and that they are not the type of business 
enuerprise whiienacan* bertakenvover*effective lyoby 
outside interests, that is, non-Canadian interests, 

imhavevreferred.to these points sinply to 
Show that we have attempted to appreciate the arguments 
Ghat you putifor a continuance of this patronage 
dedue tions 

I think it would be only proper now to ask 
whetheretheredare other major points which in your view 
the Commission Baoutd have inumindnor Wake *into account 
when it is considering this particular question of 
deductability of patronage dividends. 

MEUPSTAPLESs i Thank? you; Me. @Stewart., “these 
sactions intthe®briefotolwhtiech yousreter, and others, 
arevrealliy®quite atcompleteereview of*our position’ on 
the point, I would think some of my friends will want 
to add more emphasis. ivhavemonly Toneacomtiens .eeLeeis 
that a cooperative and an ordinary corporation are, as 
I said, fundamentally different in important ways. 

This is the Basis ofeourladifiiculty in draftingvan 
Income "Tax;Act, it seems:to me. 

Canada -- and we are not opposed to this 

attitude in principle -- tries to treat them all alike. 


The Income Tax Act in its most important section does 
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1 not mention cooperatives at all. In theory it does 


2 treat them all alike. The Act bears on the cooperative 
3 and the ordinary corporation differently because these 
4 corporations are different and they operate ina 


5 different way) “This “isthe basis'-ef cur difficulty. 
6| We are faced with continuing to try to draft an Act 


7 which will apply to that and which will be reasonable and 


8 equitable, or else separate cooperatives out somehow by 
9 definition and give them more appropriate treatment. 
10 Thiers’ weal iy the crux “or it. I should 


ji think the Medougall Commission in 1944-45 had taken a 


12 different avtiuude ton this’. “lG"dces not seen Uo me that 
13 there is an easy solution of it. 

14 Liter itic piss we “Would not "beth Tevour’ or 

15 separate and different treatment, We think that probably 
16 the present situation is a sound one; where cooperatives 
17 are not treated differently because they are cooperatives. 
18 I am leaving out the new cooperative’ in its first three 

19 Years , TOP eourse:, Perhaps wewill be coming to that, 


20 Theyare Wot treated citrerentiy because they ‘are 
21 cooperatives. Any business is treated in the same 


ze way if it does the same thing with the same type of 


23 money. This is what we are coming to, and this seems 
14 To us. to be a pretty good answer to it in terms of the 
25 principle involved in iv. 

26 I think there is no point in my taking up 

28 further time on it. There are others who can speak 

28 to the question more effectively than I can. Perhaps 


29 Mr. Blair would add a word, 


30 MR, BLAIR: I do not want to say too much, but 
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J think wershould) be clearmon one other point, 

Mr. Stewart asks are these all the points to be 
made, I think he has fairly summarized the main points 
we have made) aAetiGowevresse in answer Vol certain iatems 
whiten have been’ wader hy? other people. 

There. 1s “one? point, wainly, whichswe domot 
agree with, That ts that this present tax situation 
produces inequitynor do we agree with the contention made 
by Mr. McIvor and made by others that there has been 
any “obvicus observable ainfairness Tesulting from the 
present tax system. : 

We have devoted a large part of these 

how 
Submissions in attempting to show/this tax system has 
worked out, and we submit for your consideration that it 
has been faim and jus dgvats swesuits: 

MR, MecDONELL: If I might add my contribution 
here <= ijn “your its Vingoof quotations wouylert tout 
paragraphs 194 to the end, of the Canadian Cooperative 
Wheat "Producers brief. M-oweuld wefer you particularly 
GO. GAcee secGions, “partiy imerepiy tore. Mervor. 

In your opening statement about Mr. McIvor 
and his articie, you talked about the unfair treatment 
of Goopenatives( ’ Ie think*itiis générally necognized 
today that if corporations income were all taxed in the 
hands of the shareholders, that no corporation tax, with 
more double tax, would probably be collected, because 
it would be understood as income of the corporation. 
Corporations, partnerships, single proprietors, personal 
corporations, are not so taxed as corporations. It is 


not logical, however, to say that all these latter types 
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receidveyspecialytax treatment: 

Mrs MeIvor is in effettvsaying: that they do, 
because they’are not taxed the same as the corporation. 

ineyour opening remarks ¢sritersin the morning, 

' you mentioned that both types of business, the 

corporation and the cooperative, carry on business and 
that both types are incorporated. Well, speaking here, 
Ltwould, like tojsuggest (to wouvthatrmany seit not va 
majority, of the competitors of cooperatives are not 
aucorpone tedgocorathey are incorporated by closely heid 
groups of individuals for the purpose of limited 
liability and they have the ability to reduce their 
eorporation tax to nil, and many of them do so, through 
payment of salaries to themselves. DG is (Gheanx sown 
ehoiee pabecause of tax tadvantage om otherwise, iterndecide 
one way or the other, 

ine se. yepresentymol necessarily in total 
volume of business bub.certainiy in competitors pethe 
Largest competitors of cooperatives -- it is not the 
large chain store and not the large grain corporation. 

I mentioned .also»eariier the tact that the 
Ghreenpes rcent roapival employed feature does represent 
an element of double taxation. I do not understand how 
My. MelIvor tan isugeest that there cisimnfainm tax 
treatment of cooperatives in the sense that he means 
that there is a double tax feature here that does) not 
apply to anyone else and that the double tax feature so 
applied canseive. wereat rellefatvo’ thescorporation and no 
rediefrde granted. hene - 


MR, STEWART: Do you not think that what Mr, 
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1 MeIvor would say on that point is something like this, 
2] that in the case of the cooperative there may be a 

3] double taxation to the extent of three per cent on 

4 capital employed, in the case of its competitors there 
5 is double taxation on the whole of the earning? 

6 When you say that double taxation does not 

7 apply to anyone else, perhaps I have exaggerated that 
8 statement )ebutrlotakerit that! yourtare referring »to) the 
9 dividend tax graded which is now available to shareholder 
10 of Canadian companies. 

11 -| Furthermore, I would expect that, if the 
12 patronage refund of the cooperative ceased to be 

13 deductible in the computation of the cooperative for 
14 Gaxepurpoesées,toneowould Mave Govconsider, if thas is 
15 nottalreadyothe fact; the extension of the dividend 

16 tax graded to any distributions which are made by 

17 eooperatives to their members. 

Levome ask you Unis; I am not talking now 
about a patronage divdend but what you may call an 
interest payment on shares of a cooperative -- in 
practice, is the member now entitled to the dividend 
tax graded in respect of that portion of what he 
rece 1ves 

MR, McDONELL: In connection with the 
eooperative. 

MR OSTEWART S86 Df SL buy avshare .imva sc cooper = 
ative for $10.00 --- 

MR, McDONELL: I would like to answer this. 
Wherncyou ‘referctouthe sharencapitalrof tavcooperative. 


When he gets his share capital back, on a revolving 
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basis, which is the normal basis, with no interest or 
Gividend on the share capital. 

MR, STEWART: If this patronage refund 
deduction were eliminated so that the amount which 
remained for distribution to the members of cooperatives 
was out of tax paid earnings, then I should think very 
serious consideration would have to be given to ensure 
that the member of the cooperative should receive what 
you now call a patronage dividend, a patronage refund; 
he shouldsbe entittied Gonthe dividend. tax paid, 

MR, McDONELL: Would you mind suggesting thatto 
Mr. Mcivor? Heo witli not agree with it. “He wvefused «to 
eonsider iG; .in ,diseussion with him, But are you not 
defeating this whole thing? There ae,for all practical 
purposes, no income brackets in cooperative members 
where the dividend does not offset the tax paid. it 18 
were suggested that the tax be given on patronage 
dividend, cooperative people would probably be better 
off, but they do not want that condition, as they prefer 
torecarry on, invthe way they have carried on for 
generations. 

MR, STEWART: Mr. McDonell, I am not coneerned 
for the moment with the mathematics. What we are trying 
to find out at the moment is what is the fair thing to 
ao. 

This discussion has been very helpful. I 
appreciate that in the Cooperative Wheat Producers 
brief, you have discussed very generally the question of 
cooperative income, You may be very sure that this 


Commission is alive to the importance of the question 
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whether there should be double taxation, the basic 
question of just how cooperative income should be dealt 
with in Canada. 

MR, McDONELL: All we ask is that the cooperative 
Deyace pu: ir) bine: cin srediation Go She general studies.of the 
corporation. We are of opinion that the problems of 
cooperatives that have been raised, ail hinge on the 
problems of the private corporation. The problem is 
that of the private corporation and not of the cooperative|, 

MR, STEWART: This is a bit of digression, but 
let me intercept and ask you this question. 

What would your reaction be to the propositions 
that the ordinary corporation be permitted to deduct 
dividends to its shareholders in the computation of 
corporate income? I sheuld perhaps tell you that, 
although you may be aware of it, this proposition was 
put to us by the United Grain Growers, among others. The 
put it to us because of their special share capital 
position. Lyputeit following their suggestion ito the 
Northwest Line Elevators Association, for comment. 

Li imy vecollecbion as correct sethey thought it 
wes sa spoor idea, beoause of Uhe effect 20 would: have: ton 
revenue. It. occurred to me, after reading the United 
Grain i@rowers brief, thateif that, particular «hange in 
the tax law were made, the tax position of ordinary 
corporations and cooperatives would be much closer, 

MR. cMcDONELve wWNowe 1, tof tcourse « cannoy 
comment for the organizations that I represent, ntesn 
only give my own personal opinion. 


In my opinion, I agree with the United Grain 
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Growers that possibly the solution of this whole problem 
of undistributed income is in the treatment of the 
orofits in the same way as private profits ere treated, 
That possibly in total more tax revenue would be collected 
than has-been collected up to the present, 

MR, STEWART: Dr. Staples, have you any comment 
to meke? Would you consider that the cooperative 
movement would object to a provision that ordinary 
dividends of non-cooperative corporations should be 
eeducvibre In’ the compution’of-inc ome ror tax? 

MR, -oL Arles’ Tris is one consideration that 
we have not addressed ourselves to, Mr. Staevart. The 
group as T° represent it on this occasion, speaking Tor 
the cooperative movement across Canada, has no opinion 
on this. We cannot help you. 

MR, FOWLER: In regard to this McIvor report, 
it was quoted very much on one side of the argument, I 
was happy to meet Mr. McIvor and he told me about his 
assigning of income tax in this way. The-onty favit- in 
the cooperative is something which was inherited from 
the cooperative people of old. This three per’ cent 
on capital employed came up from political considerations, 
I did not agree with McIvor but I am going to suggest 
that McIvor, right through his philosphy on major 
problems had the philosphy that what is good in general 
is* good for the-units. The interest of society is in 
the investor owned enterprise. In that regard his report 
is very meaningful. I can quote section after section o 
what he is saying in his analysis and it all comes to 


this, that McIvor is saying that the mice are unfair 
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to the cats, 

This .is.the way we look at it; If it is the 
intention of the Commission to say that cooperatives are 
adopting an inequitable pattern, in this great enterprise, 
the Commission and the government ought to do something 
to relieve the unfair competition on the other side of the 
fence. Who can deal with details of unfair competition? 

I do not think it is the function of the government, 
beyond .eteertain point, to try te protect.the giants 
or, in the other analogy, the cats from the mice. 

In paragraph 201 we make this suggestion in the 
Federation ibriefl, which is a bit unrealistic, but 10,is 
put.in there, for) a: point. This is what has happened, 
The cooperatives are saying to the so-called investor 
owned enterprise: "You can get relief by acting like 
cooperatives," That is far from their original purpose. 
They do not want to do that, The investor owned 
enterprises are saying to us: "Act like a private 
corporation." That is not our purpose either. However, 


I mention there that they can do this if they want'tow% 


It is a general ssumption on the part of the corporation. | 


people that the borrowing of patronage refund 4a. 


} 


‘invariably done by by-law. I think that is a wees. 
cases, 

I am president of two corporations and I am 
trying to get rid of responsibility. We do not bind 
members and have to have an individual agreement. If 
this cooperative decided to expand and Hiedaea ae | 


: capital, 4t would have to get an individual premium. 
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The other is a large cooperative and we have 
to get individual agreements from our members. This 
is a point I would like to emphasize in the Federated:: 
argument, that there is a great deal of misunderstanding 
on the» parteerf thesgeneral public. Thevgeneral public 
arene dnt oabe eve Utiats.. When) drsay thatcl amcin-a 
cooperative they sey "You are those people who do not 
pay any taxes", this tectherkKind ef story whichchas 
permeated through our society, that the cooperatives have 
that general advantage. I suggest thet the tremendous 
advantagemis notebecauserit is eonferred on themrby the 
income TaxHAcs yr buG simply because wearescooperatives. 
That - is why we have the tremendous advantage and I think 


we are entitied to it, 


MR ISSTAPLeS ee eThistis net Caceprofoundsides, 
ofpe ourge. We would of course agree, that.the 
cooperatives have advanteges. I suppose that if the 


cooperatives did not have advnatages for somebody, they 
would not exist, 

Those advantages however, do not arise from the 
provis lonss ofe ther Inc omen Taxe Acts ieamonete here 
referring only to the fact that the Income Tax Acts 
substantially treat us all alike. 

Me. Melvor) says that it-does in fact. give,an 
advantage to the cooperative. The advantage that 
cooperatives have arises from the nature of the 
enterprise and the cooperation and the parties and the 
relationship of the member, 


If I may use a very homely illustration, it is 
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horse or cow proposition. We might sit here all day 
or all the week suggesting whether a cooperative or an 
ordinary corporation is the better from the standpoint 
of Canadian economy and the people in it and still we 
would get nowhere. [It is just like a person who owns 
a cow who may argue with a person who owns a horse as 
to which is the better, It depends on what one wants ae 
Pont One advantage of the cooperative is that it is 
more intimate and has a more effective relationship with 
its members, Perhaps that showld be put the other 
way around. The members set it up and it is there to 
serve thems This *or-course is *aytadvantage naturally - 

However cooperatives have substantial 
disadvantages also, i Suppose that if they did nov 
have dissdvantages they would have grown more rapidly. 
One of the disadvantages is the difficulty of attracting 
capital. As an investment in a cooperative from the 
standpoint vor, Uhe vordinary “investor; 1.0 as Just nov “as 
attractive, 

I think I am betraying no secrets here, 

Secondly, their costs tare nigher an sone 
inescapable respects, because they have to keep records 
of the members and the whole business of operating a 
democracy in the economic field has some disadvantages. 
Loris) a yery oitidcult- thing vo decide, One™may’ try to 
decide whether an advantage lies with a cow or a horse, 
But there is one advantage in a cow that it can supply 
you with food but on the other hand a horse can run 
faster, 


This is the difficulty we have. Any advantage 
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we have does not arise from the Income Tax Act, 

We think some of the people in Canada who would 
like Co usertherincone: Tax Met!, tor revisions’ ef Dv, ve 
offset some of the advantages that cooperatives have and 
to overlook some of the disadvatnages -- that is the kind 
of general concept we have in cur minds. 

MR, STEWART: Mr. Staples, ‘one’ advantage 
which you have at the moment is of course expressly 
provided for by the Income Tax Act, 

ME, STAPLES": Yes. You mean the three year 
exemption? 

MR, STEWART: No, I mean the right to deduct 
patronage dividends for tax purposes. 

MR, STAPLES: No, this applies to all @like. 
The advantage does not stem from the Income Tax Act, 
Ltiestems: from theocooperatives, because only cooperatives 
want to do this. 

MR, STEWART: I take it you would not seriously 
suggest that patronage dividends are really available to 
yours compete tors? 

Migr STAPLES: @fheyrare® available, but'-on the 
other hand’ the’ three per cent provision, if what you say 
isacorrectnandrarethisris the proper conceptyathe 
three per cent provision and its limitation is aimed in 
opposition against cooperatives solely. We do not 
take that view, because we say it belongs to all alike, 
but it affects in a different way because we are more 
likely to pay patronage dividends. 

MR, STEWART: But the three per cent provision 


basically, is it not, is a limiation on the amount of the 
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deduction? 

MRS STAPLES: That is right. 

MR, STEWART: I have not raised this question 
of the availability of patronage dividends to the 
ordinary commercial coproration, because it is perfectly 
apparent from the Act thet they are entitled to use it, 
but the wholemethod of their operation is unsuited to the 
use of patronage dividends, whereas your particular 
form of vorganization is extremely well suited to it, 

MR, STAPLES: This was my point in the horse- 
cow example. That is part: of our difficulty. 

MR, STEWART: Suppose that we consider just for 
the moment the effect on the cooperative movement of a 
Withdrawl of this particular deduction. How serious 
an effect do you consider that would have on the 
movement as a whole? 

It obviously is not going to impair this 
relationship beGweens the member and the cooperative. If 
the member considers, as apparently most of them do, 
that he wants to engage in this: particular form of 
enterprisésor type)lofienterprise, Ivnamequites sure: that 
it would be only human nature for him to want to 
maximize his return from it. But if the deduction were 
withdrawn and if the cooperatives paid tax on the 
amount which would otherwise be available for patronage 
refund, the amount they had available would be reduced 
by the amount of the tax they would pay. Therefore 
their patronage refund presumably would be reduced and 
in some cases reduced quite substantially, but there 


Still would be a patronage refund. 
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The fact that the government took money 
through taxation which would otherwise have remained 
with the cooperative and gone from the cooperative to its 
members, would have effects both on the government and 
on the member, How serious do you consider those effects 
would be on the movement as a whole? 

THE CHAIRMAN: Mr. Stewart, do you not have 
to add to that the dividend and suggest that therefore 
most members would pay more? 

MR, STEWART: I am just wondering how serious 
this is. I know it is important to the movement and 
we would not be here if it were not, 

MRYTSTAPERS: Or hostewarty, .2t “isethe opinion 
of) Shisrereup, and this group represents the cooperative 
movement in Canada, that it would have an extremely 
serious effect’ on the development of cooperatives. 

Wevmade avlittie study of the position of 
cooperatives from the standpoint of income tax in a 
number of countries. We cannot claim our study to be 
fullytcomplete, (butedteiser@agonably ser In some 
CasesViteiscavlittle difficult to compare the position, 
So what I Say next imight not apply exactly invevery 
particular case, 

We found no country which taxes the income 
of cooperatives as stringently as the income is taxed in 
Canada. I have referred to —_ threesper centoprovision. 
In some countries cooperatives, particularily 
agricultural cooperatives, are free of income tax. They 
are exempt, These are very large businesses in some 


ceases. That is not our position. 
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Perhaps I am confusing the point here, but the 
right of people to serve themselves at cost by working 
through an organization which they set up for that 
purpose yotsrnantimportantrone Fy eThe initial transaction 
istnotetheofinals one. The books are closed at the end 
of the year and the thing is straightened out by a second 
or final or patronage payment. 

Thisvisra very important thing to preserve, 
and if Canada were to interfere more seriously with this 
possibility, as you are suggesting might be done, we 
feelkethat thisewould be extremely serious. If you 
would like us to discuss how it would affect different 
Oypes lof ac ooperatives;Norphow ibowould “arfect us in 
ditferentoways oe fewouldtceablivon ’soneroft my (iriends: 
There are different types of cooperatives which would try 
to cope with this an different ways. In some cases 
Locmayetendatomwedken their structure. Invseme cases 
it may weaken them in connection with the members. One 
may say that this would mean the end of all cooperatives 
but we would still exist somehow although this would be 
ealvyeryeseriousystep: toe take - 

THE CHAIRMAN: Mr. Stewart, if you are going 
to deal with this, which might be very interesting, I 
suggest it be done this afternoon. In that event we 
ecould*recess now and return at 2:15. 

intdeingsso,olethinkhyou aight, caf you feel 
it desirable, speak to Mr. Blair about the timing of 
the session, as we do not want to go over a reasonable 
hour, 


MR, BLAIR: I think Mr. Gibbings would like to 
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make one comment which he says will be brief. 

MRP’ GLBBINGS: I realize the lunch hour has 
approached, but apropos this question I would like to 
take a moment to argue that the cooperative should be 
entitied to deduct the total of the patronage dividend 
andimot béavestrieted Gorther three per icen ty, 

Eewouldsiike Go argue this from thes pointeor 
wuBhGof a praeducéer of *erain sy which »Dsan-: Whenew spr oduce 
erain Tedeliver it to a country elevator from which 1 
neoeive, as am agent oornthe Wheat Board igan wWnilicel 
payment, ITerecord this in my profit and loss statement 
as income nhinmom @rain : This grain moves through the 
Chaneisnofithe Canadian Wheat “Board, through 
legislation, whereby they perform the marketing function 
and return toene aciinalapayment, safter deducting ail 
thercosts. trWhenttheyrdessow fmrecord a tpinvuy profit 
and loss statement as a further payment for. grain. 

When I deliver this grain to the Saskatchewan 
Wheat Pool, by so doing the Saskatchewan Wheat Pool is 
acting "as mwpmagent, ise cupcunder legislation, “and it 
SiTeeus 2 saving for me. I get that saving in the 
form of a patronage dividend and enter it in my profit 
and loss statement as a patronage dividend from the sale 
of grain. Jhivs “is themonly way can peut: a 
can feed grain to livestock, or I can have $10,000.00 
invested in the Saskatchewan Wheat Pool, but the only 
way Iocan get “iG isethrough the sale of grain. I 
consider it to be income from grain and so it is income, 
but they do not consider it as income from land or as 


rent or as income from investment. In submission 200 
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they give a factual illustration of this in the case of 
a number of producers, 

In the case of the Canadian Wheat Board, no 
one has ever suggested, as far as I know, that a 
difference between the initial payment end the final 
payment that accrues to me from the Canedian Wheat Board 
Should be taxed as in the hands of the Canadian Wheat 
Board. There is not any suggestion that it should be 
taxed now, 

Il am suggesting that the saving that accrues 
to me, through the utilization of the Canadian Wheat 
Board, cannote gustifiably ber taxed in: the) hands-off tithe 
Canadian Wheat Board. The Cenadian Wheat Board could 
have decided not to acquire facilities but to utilize 
CHelTeaci litwes! already existing, wesacting as their 
agent,but they decided to do so and to operate as 
efficientiy asiwel dojsandytheret ore theyswerenabie) to 
getosonue threes cents per bushel, ins additional price, 
which would be resulting in a final payment, and in 
that’ case! taxationywould) nobl havevpeemila:fector, & 
suggest, 

There’ happens to be a step adm between, in 
which I, along with other farmers, own facilities which 
are ‘utilized by the Canadian Wheat Board in this 
marketing process, which makes a net increase in my 
gross return from grain. That should not be taxed in 
the hands of that agency. 

THE CHAIRMAN: Thank you very much, 

MR, STEWART: May I ask one question, so thet 


I may be quite sure about this. Supposing that, 
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1 instead of turning the wheat over to the pool, you had 

2 Gurned it »over Gorthe line elevator, I take it you 

3 would not suggest that the net income of the line 

4 elevator company should not be subject to tax? 

5 MR, GIBBINGS: No, but it would not be taxable 
6 Lr My nenas wv eltner, G badadi not receive 10. 

< MR, STEWART: The second and third and final 

8 payments that you receive for wheat that is shipped to 
9 the line eBvator company, which may come to you from the 
10 Canadian Wheat Board, they are taxable in your hands 

11 and noteins theomends. of the line elevator company. 

12 Are not the two things we are concerned with here these 
13 two things. First, the line elevator company makes 


14 eertain handling and service charges. If it obtains or 


15 OGSlizes, 2 .preriy in respect -of these charges, it is 
16 taxable. its shareholders have nothing to do with 


17 that member relationship between it and the cooperative 


18 although indirectly they are having to absorb the tax. 
19 If you send your wheat to the Saskatchewan 

20 Wheat Pool, then the gain which the Saskatchewan Wheat 
want Pool realizes from the handling and service charges it 
29 makes, is not at the moment taxed in its hands subject 
to the three percent. The gains are distributed to you 
in the form of patronage dividends and they are taxed 
Ln your hands. 

Mi. GIBBINGS: That is true, 2f the 
Saskatchewan Wheat Pool decided instead to keep for its 
own corporate use these three cents a bushel and I not 
only did not receive it but did not receive credit for 


it, it should be taxed in the hands of the Saskatchewan 
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1| Wheat Pool the same as it would in the case of the 

2| Canadian Wheat Board, 

a THE CHAIRMAN: We may wish to come back 

4 earlier after lunch and this would be a good place to 

Bn cell a preak. It will give us an opportunity to 

6] consider the statements which lead right in to the basic 
Zi problem we are «diecussinge, vandywe can come .back,.to eit 

8] after lunch. 


9 Gentlemen, if 1% suite you, would you try ‘to 


10 be here by 2:00 p.m. 


11|| --Luncheon adjournment, 
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---On resuming 2t 2:00 o'clock p.m. 

THE CHAIRMAN: We are ready now to proceed. 
Mr, Stewart are you ready? 

MR, STEWART: Yes, Me. Chairman, 

THE CHAIRMAN: Are you ready, Mr. Staples? 

MR, SIAPLESs Yes, Mr. Chairman. 

MR, STEWART: I think that when we rose for 
lunch Dr. Staples was going to call on others to deal 
brieriy with» the effect “anyyrepeal of this deductabality 
feature would have on the cooperative movement, Mr. 
Gibbings was addressing himself to another point, but I 
guess he is not here now and perhaps before he comes 
back we could go on with these other comments, 

Mi, StAPibS:: T would Like’ to call on three 
people, as we would like to have their comments on how 
it would work out setmiewiiy an the case of certais 
organizations, We have said already that this would 
havea very serious effect on cooperatives, I think this 
is worth considering, that it would have a very serious 
effect’ on Canada also, because Canada would be Caxing 
to a greater extent than it is now on sums a8 income 
which are not income at all. this would occur ave 
time when cooperative development is being encouraged by 
official action all around the world -- by FAO (The Food 
and Agricultural Organization), ILO (The International 
Labour Organization), The Alliance for ‘Progress in Latin 
America, financed by the U.S.A. 

Canada would become known, I am afraid, as a 
country that has an unfavourable attitude towards 


cooperatives. 
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I give those views for what they are worth and 
I now call on Mr, McEwen from Moncton, to talk about how 
this might work out in a cooperative there, 

MR, McHWEN: Mr. Stewart, this question has 
to do with what would happen, or what we would do, if 
patronage dividends were taxed before being allowed to 
Reade gue tad, Is that essentially it? 

MR, STEWART: Yes. Let me just state my 
understanding of what the position would be. The income 
of the cooperative itself would remain the same, 
presumably, but the income tax would be levied on that 
income, so that the amount which would be available for 

atronage refund would be the income less the tax, 

MR. McEWEN: After taxation? 

MREO STEWART S -i¥es, andtthe tax being tevded at 
the normal eonpcratehrates 

MASaMCEWEN? YO lnetvhe finsteplace 7iwjust cannot 
picture the thing being done that way. I think it would 
deny 
the right of mutual association, the right of working 
Vogether, groupeaction for 4 common purpose; “Therefore I 
just cannot picture it, without it being a tax on 
cooperatives because they were cooperatives. 

As has been explained very well already, these 
funds are not owned by the Association as such, they are 
owned by the members. Now, those members may apportion 
some of them to their cooperatives and as such it would 
be taxable, when they are reserves and So on. Actually, 
L°cannot picture 1G the other way. 

MR, STEWART: Let us assume that, notwithstandin 


that, this did occur or was being seriously considered 
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by an administration what should whoever is thinking 
about it take into account as regards results and how 
Would it affect -your particular organization; 

MR, McEWEN: Quite frankly, I do not know. I 
think there would be very great resentment, Just what 
action would be taken, I cannot judge, as I do not know 
what the members reaction would be. 

MR, STEWART: Would it affect the cooperative 
financially as far as its operations are concerned? 

MR, McEWEN: The cooperative as such? 

MR, STEWART: ‘Yes. 

MR, McEWEN: Iam not sure just how it would 
affect the cooperative as such. It would affect the 
membership, in their income which they would get through 
the use of the ‘cooperative’, It is ‘their instrument 
for that purpose, The funds are not the cooperative's 
funds until the members have disposed of them. 

MR, STEWART: Thank you very much. 

OR PS ST ALELES I now ask Mr. Mratin to speak. 

MR, MARTIN: Teel andersvand 1G vorrect ly,” 1 
am to look at the question raised, if the administration 
has ‘decided’ to tax ‘the income or whatever it is before 
the deduction of a patronage dividend. 

Before going “to Uhis, I have vo say that I 
think it would like a grevious injustice to take one 
body and se dt nov in front ‘of the’ law bat in-Tront of 
their rights. I am not a lawyer but I have worked for 
some years with the cooperatives and what I know is this. 
Nothing that we would have as income in a cooperative can 


be an income or a gain to the corporation before the 
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members in general meeting have decided upon it. To 
answer directly your question, definitely I think it. 
Will hurt the. cooperative mcvement, because gains from 
the activities are about the only source, or the basic 
source, for the money whieh is needed to build necessary 
facilities for giving services which the farmers require. 
In that case, I am speaking of a.farmers cooperative. 

In the ordinary corporation, anybody can invest 
intityed The hesethe money,to buy shares, and.dat. thayare 
on the marice te but in the case of the cooperative only 
Che» members areventitied to buy the basic. shares which 
are found necessary to build a cooperative. 

Intbink ivewidi, definitely hurt the cooperative 
een This is part of the income of the farmer 
and it is about the only way he can invest in something 
Which can help him. JI think that coopération in 
egriculture has done more than any other form of help to 
keep our agriculture at its. present level. I think this 
is the only way we can keep what we call the family farm 
in our country, and I think it is necessary to do. so. 

Definitely ,.if the. taxes applied. before. the 
deducbiion of matronage dividend, will hurt financially 
and economically and I would say it would be the negation 
of the right the people have to organize themselves. 

MR, STAPLES:, I now ask Mr. Parker to speak. 

MR, PARKER: Mr. Chairman, I am speaking 
particularly for members of the pool elevators. Pars’, 
iL say it, would be dantolerabile., However, that is not the 
Question here, I say it would be inequitable and 


unjustified. It will be resented and the resentment 
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1} Will be expressed in many ways and by some in more 

2) effective ways than by others, 

3 I say it would be very unfortunate, in the 

4! interest of the cooperative cause. Yow lessen itis 

5] availability of working capital by taking off immediately 
6] 52 per cent of the surplus profit or whatever you like 


wi ’Oveaiads Chee net mesailis, which seim our: opinton vis rot 


8] ours but belongs to the individual. That money is 
9] retained temporarily for one, two or three years, whatever 
10| the duration may be, and provides a liquid position which 
11/| enables us, in the market with the banks, to finance 
12) Ghas: properdy wnd sto: provaderfor capital. expansion. © 2t 
13) givesi us access. tq security which we need, If it were 
14|| taxed away, to that extent, it will lessen our ability to 
15| borrow in the market in the amounts required, at a more 
16|| favourable rate. 
17 For these reasons I think it would be most 
18|| unfortunate. It would lessen the farmers opportunity 
19| to do things for himself. 
20 Agriculture has changed very significantly in 
the dast fitteen or twenty years. No farmer can make 
aa Suceess,efoitedsfs he confines himseliy toohis own; farm. 
I say that advisedly, that 90 per cent of them would 
require to have investments elsewhere aw do what we call 
off-farm business, if they are to have a black balance 
sheet, 

The farmer must -- and I use the word 
advisedly, Mr. Chairman, -- he must get into off-farm 
business if he is to have the results of his labour and 


his capital pull him along in the market, where 
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organized capital and big corporations have to compete. 
He must get into off-farm business to improve his net 
income position. 

I think it would be an unfortunate imposition. if 
any Government taxed, beyond what is being done now, 
(the patronage divends, as we are calling them, or 
whatever you Wish to call them, whether a straight 
cooperative or an agency, it makes no difference to me, 
i Said yesterday sarnevnat in thesfarmer 's *mind*he 
does not distinguish between an agency and a cooperative, 
between an unincorporated corporation and a corporation. 
Tothimethis its his little voeff=farm enterprise in which 
he attempts, without government assistance, to improve 
Kis income in Therefore ef think 20 nould be wery 
unfortunate and. “1 “Say Pradvisedly, thateitewil) definitely 
lessenvwihe opportunities for cooperatives to continue 
as they are doing and to expand and generally to attempt 
tortinprove lagriculture and the farmers position, 

MR, STEWART; Thank you very much. Now, Dr. 
Staples pl Veferred fearlaer voday to the question ‘of 
pricing tall -aginaw aie? ideal tewithiin hes goint brater at 
pages 40 and 41. I refer particularly to paragraph 86 
and 87, which are on page 41. Paragraph 86 says this: 

"If an attempt were made to 

tax the patronage refunds in the hands 

of) Dhel ocperat ive, “hewn as to be 

expected that various devices would 

be employed by cooperatives to make 

price adjustments within the fiscal 

period. This would lead to considerabie 


complications for cooperatives and 
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possibly for the tax administration. 

It is much to be doubted whether the 

public interest is served by creating 

tax laws which would force taxpayers 

to take unusual but justifiable 

steps to reduce their income for 

tax purposes.” 

Then in paragraph 87 there is a defence of the 
practice of thescooperatives as regards selling at the 
market price. This is a practice which we have 
discussed already. The burden of that particular 
paragraph is that the present pricing methods are 
desirable in othe interest of the cooperatives and their 
members and that the practice should be permitted to 
continue. 

I notice that Mr. MeIvor deals with this 
question of pricing out, on pages 37 and 38 of his 
artuge le. iro thnenthird parsgerapn en page 37, he 
indicates that if the cooperatives were taxed on the 
basis that this deduction were not allowed -- and I 
quote; 

"The obvious and entirely 

legitimate response would be for 

their management to adopt pricing 

policies which would minimize 

neti earnings. This dea sthes pricing 

euig terhnique’., Co which pererence 

was made earlier," 

He goes on to say that it would be quite 


Simple for cooperatives to reduce their earnings by 
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altering their purchésing prices “in the case of marketing 
cooperatives, om their selling prices in the case of 
consumer cooperatives, 

Tnen, On page 36, in the last couple of 
sentences on that page, he treats this question as one 
of fundamental importance to the economy. Perhaps I 
should read those last sentences, iney are: 

"What should give the ‘private! 

section of the economy serious pause 

is that, having achieved the 

elimination of this tax 

discrimination, they might well then 

face the prospect of the rapidly expanding 

cooperative movement having decided, 

Quite legitinetely, to commit itseir, 

through peer etoae methods, to a 

legally effective "no-profit™’ basis of 

operatron. if the Light “of ius 

fundamental philopshy, could 'private' 

enterprise indefinitely survive?" 

Dr, Staples, would you care to add anything 
to what has been said in these briefs, on this question, 
or to comment on the practical aspect of pricing-out? 

MR. STAPLES? Meo Chairman, I think there are 
others who could comment on the practical aspect much 
better than I could and I am sure someone would be 
prepared to do so. 

I think Mr. McIvor overlooked one or two basic 
points certainly in those peragraphs. Cooperatives at 


the present day are quite different from those of 
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previous days, though the effects are the same, That 
is to say, the purpose of the cooperative is to serve 
its members at cost, If you take the whole transaction 
into account it does that through its first price to the 
member and then the patronage refund that follows. If 
you take these all into account, there is no further 
price reduction possible, they have priced out to the 
extent -of \1LOO0cper icent ),-s6cto-speak, 

As©to the practicability of this’ suggestion, 


we can only say that the experience of cooperatives, 


with respect to the methods of operation, goes back for 
one hundred years, It goes back for 119 years to be 
exact, to 1844 in Rochdale, where the first cooperative 
was set. up. The modern practice has followed the 
principles of 1844, the principles which were operated 
by the Rochdale pioneers um CReiv <ebore., Of course, 
people’ had worked together from the beginning of Uime 
but the new thing which was hit upon then was this 
princd ple “of "selting at going prices and then refunding 
tne excess if there “proved to “be “any; 

I would suggest that if some practical 
modification of this were in existenee which could be 
applied on a large scale, it would have been applied 
long ago. Cooperatives are very widespread in many 
countries and in many lines of business, and they have 
tried everything. They have found that nothing in 
practical terms works as well as simply to operate their 
pricing standards in an orthodox way -- I am generalizing 
now -- and if it is not the proper cost of the article, 


to adjust at the end when they know what the proper 
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“eu et 


1 eostiias. 


2 MR, STEWART: I take it there is one advantage 
3| to the movement in the earlier years. As the movement 


4|| matured, there has been the adoption of this technique 
5] and through thedeferal: of portions of the patronage 


6| Gividend you have been able to provide yourselves with 


7|| capital. If the present day technique were adopted, 
gi then, that capital would not be available in that 


g| particular way. In other words, if you wanted additional 


10) capital from the members, you would have to get it from 


11 . 


12 thes point,wheresits.meed for capital for. expansion 


the members direct; but as the movement oe veLenes to 


13] purposes is not as great as it was, it has had such a 
relationship with its members that the additional amount 
could be raised by subscription only. 

MR, STAPLES: I think that additional amounts 
16|| could be raised by subscription, but this is a time 


17 consuming and expensive and.dinefficient. method, 


compared with the oppourtunity the cooperative has, that 


18 

19) the members of the cooperative have, to decide to leave 

99|| their savings with the cooperative {Ore dt Seuse end 

1 expansion; for ayddmited.period.of, time,. .This is what 

22 appeals to the members. Each one contributing a relatively 


smalleamount,, creates: a.sizeable fund for.the use, of, the 
eooperative,. for, their use, aasacooperative ,, for whatever 


period of time they make it available. 
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I think that it is used in a very widespread way as you 
suggest, but it is not the only way principle can be 
put into a cooperative. It is the only organized way 
that they can do it. 

MR, STEWART: The need for this type of capital 
still persists? 

MR, STAPLES: Oh, yes, certainly it does. 
The need for capital in a cooperative is growing rather 
than diminishing. Opportunities for service to members 


can reach further and further back in respect of 


‘manufacturing needs. This need is perhaps where the 


savings in the future lie in practical terms. The return 
margin of money has been reduced somewhat nisVorieaily. 
On the other hand the oppor tynities in the collective 
needs for farmers and others is tremendous, so relatively 
large sums of capital are required. 

THE CHAIRMAN: Before you leave this subject of 
raising capital there is a matter I would like to inquire 
into, 

A question has been raised from time to time 
as to whether there is or is not an advantage to the 
cooperatives not permitted to others but by virtue of the 
fact that they have been able to use patronage dividends 
for further capital or loan purposes which, to some 
extent, gives an advantage, perhaps. This money is not 
taxed as heavily as the competitors money. In fact the 
equity would be better served if patronage dividends were 
all distributed in cash, and then if the cooperative 
needed the money it would go to its own members, raise 


the money by subscription or loan, or in some other way 
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rather than converting the patronage dividends. My 
question in this regard is, should that be done? Would 
that greatly impede the growth of cooperatives? 

MR, STAPLES: It would certainly resented by 
the members of the cooperative. 

THE CHAIRMAN: Oh, yes. 

MR, STAPLES: They consider this their own 
money; it is an internal thing. Do they want to put the 
money back in, so to speak, into collectives where they 
do not think enybody should interfere? It has been paid 
to them already in a form that is satisfactory to them. 

THE CHAIRMAN: I would not have thought there 
was a truer way of putting money back than to have 
everybody pay in, individuais differently, of course. 
You could say you do it on a group basis on 2 democratic 
way because you nave the need, but that is not as 
democractic, is it, as each individual in 4 group making 
the individual choice? 

MR, STAPLES: You and I may differ on that, 
because full freedom of the individuals of the group 
lies with the individual in joining the group to do the 
same thing. If he doesn't like what it is he can leave, 
but while he is there he is there far the same collective 
cooperative effort. One of the things to do is to 
provide the necessary money and he has to put up his 
share, All the members feel that way. The percentage 
of people that object to this process is very very small; 
practically non-existent, That is not to say there is 
not some discussion in this respect. Maybe there are 


factions in favour of different aims, but that is part 
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of the democratic process. The principle of organized 
collective reinvestment is accepted ecross the cooperative 
moment wholeheartedly. 

THE CHAIRMAN: In order to secure deductibility 
of patronage dividends they should be paid in cash, 
and you think this would considerably impede the 
Gevelopment of cooperatives? 

MR, STAPLES: It would be a serious complication. 

MR. McDONELL: Surely in the ordinary 


corporation the individual does not have much say as a 


member of @ cooperative has as to whether his dividends 
or earnings are going to be distributed to him? 

THE CHAIRMAN: I do not quite follow you. 

MR, McDONELL: As to whether or not he is going 
to receive a dividend or whether it will be reinvested in 
the business is an choice of the individual in the 
ease of, 2 private: corporation. 10 is true ‘there is 
corporation tax here. In respect of the cooperative 
operation, the taxpayer of course gives the cooperative 
the ability to use the money of the personal taxpayer. 
In respect of a corporation to a great extent there is 
no personal tax paid. 

MR, STEWART: A supplementary point to that 
which the Chairman has raised; is it a fact that under 
the laws under which these cooperatives are set up it 
is clearly possible for this deferral technique to be 
adopted? 

MR 2yBL ATR Yea, 

MR, STEWART: In other words whether it is a 


matter of statute or by-law of the particular cooperative 
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there is an express provision for payment of patronage 
dividends otherwise than in cash? 

MR, STAPLES: Oh, yes. The statutes would 
give to the cooperatives the authority to pass by-laws 
in this respect, 

COMMISSIONER GRANT: There is a matter which 
we discussed yesterday which I think I misunderstood and 
which I would like to have cleared up. 

You may recall that we were discussing the 
question of permanent capital and where it came from. 
I think the answer which was given was that the permanent 
capital comes from reserves; that is the reserves that 
are set up after taxes are paid on them. Now, if that 
answer is -Srue} “and PP believe’ it to be so, IT ‘wonder if 
I could refer to the balance sheet which is shown in 
the Federated brief in appendix B schedule 6-A. I would 
like to trace the permanent capital on that balance 
sheet under what might be described as the loan capital, 
or the revolving capital if it is in the hands of the 
coop as a YPesult® of equity shares. 

MR, BLAIR: Mr. Chairman, I wonder if Mr. Grant 
is not referring to the other brief? 

THE CHAIRMAN: I think he is. 

COMMISSIONER GRANT: I am very sorry, it is the 
porn betet: 

MR, BLAIR: What is the page number, Mr. Grant? 

COMMISSIONER GRANT: It is appendix B, scheduie 
6-A, It is the Federated balance sheet, [In the capital 
account you have fixed assets for 1961 showing 2 total 


of 15,191,000. T wonder if it could be -- if Mr. Fowler 
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might be in a position to say how much would be allocated 
or derived from tax reserves, or how much would be made 
up of either loans or equity payments which have been 
allowed to remain the coop although they are the property 
of the individual? 

MR, FOWLER: Mr. Grant, Federated is one coop 
that does not make extensive use of reserves. Our 
reserve account remains more or less stationary. There 
is a difference in coops. Some people have larger 
reserves. 

In respect of your question with regard to the 
fixed assets of 15,191,000; where that money came from 
is hard to say. We have two sources of capital. We 
have a fairly heavy bond issue, around 15 million. We 
have our equity account which is share capital, all of 
which in a sense is loans that have been made through 
the central organization by its members on a revolving 
basis. These are our two main sources of capital. The 
sources are our accounts payable. 

That is the three places we got the money to 
acquire $40 million in assets, It is not possible to 
say that in respect of the fixed assets of 15 million, 
just what money was earmarked for it, 

COMMISSIONER GRANT: I see. Well, you have 
fixed assets and your total assets are 41,608,000. Then 
you have in your liability side long term liabilities in 
the amount of 15 million. That would be your debt to the 
public? 

MR, FOWLER: The bond issue, yes. 


COMMISSIONER GRANT: Your share capital member- 
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ship fees are $15,416,000.00; that is largely the 
rotating capital? 

MR, FOWLER: That is largely the rotating 
eapival, yes. 

COMMISSIONER GRANT: Then your reserves are 
shown as 400,200. Would that be tax paid reserves; 
the money allocated from reserves? 

MR, FOWLER: That is correct, 


COMMISSIONER GRANT: On which tax has been 


paid? 

MR. FOWLER: Yee; 

COMMISSIONER GRANT: Thank you very much, Mr. 
Fowler that clarifies it, I think. 

MR, LAIDLAW: There is one fact I think we 
should not lose sight of. That is the fact that the 
device of abquteiie eapitar in a cooperative through 
the allocation of patronage dividends is in many cases 
the only way by which people of modest means can acquire 
ownership in a corporate business. When the cooperatives 
began to take their present form over one hundred years 
ago the people who started them had no capital at all. 
The system of allocating capital out of patronage 
dividends was the only practical way by which they 
could accummulate investment, so to speak, in business. 
At the present time if organizations like say the 
Saskatchewan Wheat Pool were to be organized and this 
method of accumulating capital were to be denied or 
frustrated in any way it might have the effect of putting 
the ownership of the cooperatives in the hands of the 


relatively better off people. It would be relatively 
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easy to accumulate the capital through well-to-do 

people, but by this technique you have a painless way, 

so to speak, by which people of modest means can buy into 
ownership of cooperative businesses, 

MR, STEWART: Yes. Thank you. 

MR, LAIDLAW: In this way people of modest 
means have an avenue by which they can become owners of 
business. 

MR, STEWART: Yes. Well, now Mr. Staples, 
perhaps we can come back later on, if time permits, to 
this question of deductibility of patronage dividends. 

I would like now to move to some other 
questions if we can have a few minutes. 

The first one is the question of the 3 per 
eent limitation on the deduction which, of course, would 
Gisappear if the patronage dividends ceased to be 
deductible. I notice in your joint brief at page 34, 
or rather at page 42 you quote what Professor McIvor hes 
to say on this particular point. It is obviously his 
opinion that a restriction of this sort is difficult to 
define in principle. He suggests that the limitation was 
imposed for political reasons, or he used the words which 
you will observe at the foot of page 42; 

"A typically political compromise." 

Whether or not this was a political compromise, 
it was considered by some people at the time that if this 
particular deductibility feature was going to be 
adopted it represented a considerable concession for 
tax purposes to the cooperatives, and there might be 


something said for insisting that some tax be paid on 
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the income from the capital employed. 

I observe that in the joint brief you urge that 
it be repealed and that in the Cooperative Wheat 
Producers brief at page 102, paragraph 169 it is also 
suggested that the limitation is unjustified, and it is 
urged that it should be repealed. 

Now, is there anything that you would like to 
add at this particular time in respect of this question? 

MR, STAPLES: This is one place we agree with 
Mr. McIvor. 

MR, FOWLER: He agreed with us. He got that 
from our statement. 

MR, STAPLES: Many others agree with us on 
this. The one I most enjoyed was the Assistant Deputy 
Minister of Finance at the time this Act was passed when 
he appeared before the Royal Commission on Benking and 
Finance, and he said what MciIvor said, that this was a 
political compromise. I am not sure he used that exact 
phrase. We assume that he is an authoratative source 
in respect of the reasons’ for it, 

Now, Mr. Stewart, you referred to this as a 
tax on capital. We do not consider it a tax on capital. 
If it was a tax on capital presumably it would be a tax 
to be paid whether the cooperative was in a surplus 
position or not, but that is not so. It is only paid if 
the coop has some surplus. 

MR, STEWART: If I gave that impression I am 
Sorry, I did not intend to. 

MR, STAPLES: I would like to ask Mr. Gibbings 


to comment on this with respect to some of the 
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cooperatives. 

MR. GIBBINGS: I think, Mr. Chairman, prior to 
lunch I indicated the reasons behind our conviction that 
this 3 per cent was totally unjustified. 

If, for instance, in our particular situation 
we were not acting as agents to the Wheat Board, but the 
Wheat Board was acting more directly than it is now 
through the utilization and acquisition of facilities 
this question would not even arise. We feel that there 
is no justification for any limitation on the fashion of 
the earnings that belong to us as individuals which can 
Hpemre turned be us. We do not think this is justified 
any more than there should be a limitation on the 
amount of the final payment that the Canadian Wheat Board 
ean pay to me as a result of Uheir activities. our 
organization is simply one step in that chain, and at one 
point in the chain somebody says you should be taxable 
to the extent at least of 3 per cent on capital employed. 
I beiieve it is clearly in my hands as a producer as a 
result of an activity which has been extended beyond my 
farm gate under the legislation in both instances. 

MR, STEWART: Well, your basic point here is 
that to impose any limitation of this sort on the 
deduction is illogical? 

MR, LAIDLAW: Right. 

MR, STEWART: If patronage refunds are deductible, 
they should be deductible entirely. 

Could we pass then to the question of the 
three year exemption for new cooperatives? 


Mr. McIvor says in his report at page 34 that 


a a 
ah dug poe 7 ed! 09 pInsye_es Bal7 0G Jom 2TO4 oe 
won ef Js geld Yltovetd stom gables saw Dtsog DastW: 
eepvilhor? to askttdiapes boo nolteatitey act dgvowdt 
arodt 200% Levt sw .9aiss cove Jot Sivow molieeup shet' 
o abisee? SH Go Goléedtatt ys 30% oolteoll Waghon at 


neo dotdw atsubivioat es ov oF pooled Ia? esntates adv 
boltitent at eke? welt) foun ob SW «ew 0%. bons en, od 


pit no qotdsviall, e@ od bivortn, sted modi? etomw yus 


peyoiqnp [4%igne Go Taee bd E to Vareleda sapixo sa?) oF 
# 63 seoubotg * Ba abaed a al vits9Llo at. 3 eveliied ft i@ 
Ye Droyed Ssbdostxe aesd gad. dokiw “Uividos aA to Of uees 
.@ropnt arr ded ah setJeaintgel edd. wsbriw sag wire’ 

- ph seed tnfeo elead sweoy- flew sTHAWaTS , me 
yf? 4 Jooa aff? Wo qertetfealt van: evogqml ot» sane 
flacigolil al aol? oubeb 

-tigth) <WAGT As aM 

tioubeb 9x6 abay'ie YeenotIeg IL, 2 THAVATS, . AM, 
/GLeabtae: eidtJoubeb ed preode yart? 7 

af? Yo nolvaerp wi oF wet? geeq ee Dive 


raavlleasQeoo wen WT moliqmexe mnsy eects 


” 


28 


29 


ANGUS, STONEHOUSE & CO. LTD. - 
TORONTO, ONTARIO 3653 


in his opinion this exemption for the first three years 
should either be eliminated or that it should be 
extended to all taxpayers. 

In the joint brief at page 33 you indicate that 
you consider that it should be continued. I refer in 
particular to paragraph 68, Item 3, and then I notice 
that on page 30 of the joint brief, and more particularly 
in pargraph 61, you suggest that the exemption has been 
to the benefit to certain types of cooperatives, and you 
go on to say that you consider where possible this 
principle might usefully be extended to other types of 
businesses and deemed to be an encouragement, The matter 
is also dealt with in the brief of the cooperative 
wheat producers at page 108 in paragraph 179 where they 
give a number of reasons for the continuance of the 
exemption. 

Now, it seems clear that you would like the 
exemption to be continued notwithstanding that, as has 
been brought out, it seems to be easier today for 
new cooperatives to finance themselves, or to be financed 
than it has been in the past. Do I take it that if it 
is continued you would support, or would have no 
objection at least to the exemption being extended to 
industry generally? 

MR, STAPLES: We have no opinion on that, Mr. 
Stewart, There would have to be some safeguards on this 
just as there are with cooperatives. The cooperative 
that is entitied to this sort of exemption is very 
carefully defined in the Act. Where it should be we 


do not object to it at all. We were not thinking of this 
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as a blanket overall recommendation. We were suggesting 
that from time to time it is possible the Government of 
Canada might want to encourage some particular line of 
business, 

Maybe there are relative degrees of need for 
encouragement. This has not been an easy question for us 
to decide policy. There are many people in the 
cooperative movement in Canada, some of them here this 
morming, who feel that this is not a matter of great 
importance to us. Of course, passages of our briefs 
reflect this. 

First of all, in spite of what you say about 
the relative ease of organizing a new cooperative and 
financing it, there are ve latively even new cooperatives 
starting in Canada, and I am speaking of the mercantile 
field. The number in figures of cooperatives is going 
down in volume but the number of members is going up. 

In some cases this is really a help. The most dramatic 
expansion in this regard in Canada is in the tEgRrim6 
cooperatives, They are being started through good 
leadership. We help some of these organizations. They 
are carefully incorporated and well set up. They are 
exempt from income tax for three years which is very 
heipful. They are able to improve their financial 
position considerably in the first three years. We 
Ghink it is good policy for the Government of Canade to 
offer this much advantage to a new cooperative. A 

new cooperative is not an easy organization to get going. 
It is a service proposition. No one is going to make 


any money out of it from the standpoint of investment. 
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There are small groups particularly interested, The 
community as a whole takes the idea up but the interest 
of each member is only limited, Cooperatives are 
sometimes difficult to plan and to get them to take root, 
We think that this small encouragement to new organization 
to this particularly limited extent is designed as an 
encouragement and should be continued. We stand behind 
that principle. 

THE CHAIRMAN: Mr. Stewart, may I divert you for 
a moment, These exemptions are only useful to these 
cooperatives that make a profit. In view of that [ am 
wondering if this has been useful to these cooperatives? 
Would they have made a profit and otherwise paid taxes? 

MR. STAPLES: Some of these new cooperatives 
because of the nature of their business and the kind of 
product which they we daié are highly specialized and not 
in large volume and have been highly profitable, yes. 

THE CHAIRMAN: And highly gainful? 

MR, STAPLES: Yes, but some have not, 

MR, STEWART: Mr. Staples, there are two 
respects in which you say the tax position of the 
cooperatives should be improved. The first is dealt with 
at the bottom of page 43 of the joint brief. There you 
say thet you consider that these statutory reserves which 
you ere required by provincial legislation to set up 
should be deductible for tax purposes, and you say at the 
top of page 44 in the last couple of sentences in 
paragraph 90, that because of the special nature of 
cooperatives federal policy insists on these reserves 


to ensure stability, and to exempt the statutory 
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to the exemption now granted to special types of reserve 
accumulations by other organizations. Now, I suppose 
one way to deal with this problem would be in a taxation 
statute. I suppose another way would be to deal with it 
in provincial legislation in an attempt to have the 
provincial legislation permit you to treat the amounts 
that are in these revolving funds as equivalent to your 
reserves. ave you considered that alternative as well? 

MR. STAPLES: Well, not very clearly. There is 
a problem involved in the conditions we have here, of 
course, because it really involves two governments, and 
we see probiems. One of them requires reserves the 
other requires generally that reserves be taxed. This 
is not easy to resolve. Your suggestion may be practical. 
Still, this is a Royal Commission dealing with taxation 
as a whole in Canada and it seems that there is no 
reason why we should keep silent on the subject. There 
is an element of inequity in this, regardless of what 
may be desired in Ontario. 

In many provinces they must set aside certain 
reserves and the federal authority comes back and takes 
it as income even though it would not be income if the 
cooperative had a free hand. 

THE CHATRMAN: You are getting into a matter 
which interests me 2s an accountant a good deal. There 
are reserves which one has reserved which are deductible 
before arriving at profits. There are also large groups 
of reserves which have nothing to do with that at all 


and which comes after profits. After all the equity 
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profits one has reserves. The taxes are reserved before 
you get paid. I was curious and underlined your 

statement as to reserves accumulated by other 
organizations. I had no idea what you were referring to. 
I do not know why the reserves of other organizations, 
save such things as bad debt reserves and depreciation 
reserves should be expected to escape tax. 

MR, STEWART: Perhaps Mr. Blair may answer this. 

MR, BLAIR: We were thinking of organizations 
which are regarded as having peculiar features which 
require them to have reserves of fixed types. The most 
obvious example is banks. Other examples are insurance 
companies and cooperatives. They have been regarded over 
the years by the provinces which have incorporated them 
as having certain features in their operations which 
require a statutory direction as a different way to 
achieve stability. This was the analogy we chose. 

THE CHAIRMAN: Thank you. I understand it. 

MR, STEWART: Your other suggestion for an 
additional tax benefit, if I may call it that, was 
relative to the reduction in the interest, so-called, 
which it paid on shares in cooperatives, That is dealt 
with in your brief at page 44 in paragraph 91 which is 
headed "Interest Paid on Capital". I think we referred 
to this particular paragraph or part of it yesterday. 

In the last two sentences you suggest that in substance 
if not form the whole transaction between the cooperative 
and the member is that of debtor and creditor. Logically 
this relationship should be recognized by the Income Tax 


Act, Now, I think we developed yesterday the thought 
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that to an increasing extent the investment which the 
members have in cooperatives should be regarded as in 

the nature of equity as opposed to loan capital. This 
appears to have been one of the ways in which the 
movement had to clean up certain balance sheets. [I think 
the expression "clean up" was used. 

Now, if these amounts to the credit of members 
accounts are to be properly regarded as equity, then 
what you are asking here in effect is that the return, 
if one is paid on equity investment, should be deductible 
for tax purposes. I realized that you do not regard 
the relationship between the member and the cooperative 
as similar to that of the relationship of the ordinary 
shareholder to a corporation, but it seems to me that 
if this suggestion were to be considered at all it might 
have to be on the bubad that the dividends paid by 
ordinary corporations to shareholders would 2180 be 
deductible. That is a proposition on which, as I 
recall, you said you had no views to put forward? 

MR. STAPLES: That is correct. The basis of 
our claim here in part is in respect of the nature of 
shares in the cooperative. 

I think perhaps it would be well if Mr. Blair 
were to comment on that briefly. This is a different 
sort of investment. 

MR, BLAIR: Mr. Chairman, I think it would be 
unnecessary after two days of discussion to say very much 
more about this. I think you yourself yesterday made 
the remark that there was a gooddal of debtor-creditor 


relationship in the equity or share structure of a 
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cooperative, and what we are really asking for here is 
that the special nature of the cooperative capital 
structure be recognized, and if moneys are paid by the 
cooperatives to the members in their capacity as owners 
of the equity rather than as dividends that those moneys 
be regarded as deductible expenses,as*if they were interest, 

MR, STEWART: Thank you very much. 

Also at page 44 of the joint brief there is a 
section H which refers to the tax position of cooperatives 
in other countries. This is a matter which is of 
considerable interest, I am sure, to the Commission, and 
I rather sense from paragraph 92 that you have made a 
study of the treatment; the tax treatments of cooperative 
in other countries. If that is so I wonder if you would 
have a memorandum, or perhaps you might be able to 
develop 2 memorandum on this subject which might be of 
assistance to the Commission. 

MR. STAPLES: Mr. Stewart, we certainly have 
some information on this subject which we will pass on 
to the Commission. 

THE CHAIRMAN: Thank you very much, 

MR, STEWART: Thank you very much, 

THE CHAIRMAN: That would be really heipful. 

MR, STEWART: If I can come back to page 38 
of the joint brief for a moment. In paragraph 8&0 at the 
foot of that page you refer to a particular suggestion 
with regard to the taxation of cooperatives which is 
that some form of turn-over tax be applied to the 
gross receipts of a cooperative. Now, I do not recall 


whether this particular matter has been discussed before 
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this Commission on earlier occasions or not, Has that 
suggestion been put forward for use generally or for 
use in the event that cooperatives adopt paying out 
techniques? 

MR, STAPLES: As I recall, the origin of this 
paragraph was 2a result of a questionnaire that came to 
us from the Commission on Taxation. I believe other 
organizations were asked also for opinions on the same 
subject. This represents our view. I think perhaps we 
Should add that it was not given widespread study. Mr. 
Blair may say 2 word. We sent out a questionnaire 
based on this to a number of other people in the 
organization. I take it this is based on their answers. 
I do not know how much emphasis we should give to it, 
Really. 

MR . STEWART: Me. Blair, do you have anything 
to add? 

MR, BLAIR: No. We really say about all we can 
say. First of all, we oppose it very vehemently if it 
is a special tax for cooperatives, because it would seem 
to have further special features attached to it. In 
substitition for it, or in addition to existing taxes 
we have no opinion except that it is like another 
species of sales tax, and there is evidence that that 
is not as practical as it used to be. 

MR, STEWART: Now, if you turn to the comments 
on page 33 of the brief at the top of page 34 there are 
two other points. The first relates to the reporting of 
patronage payments and the second relates to the 


making of tax deductions at the source on patronage 
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wampt* 


1 refunds, 
2 The second of those points you deal with there 


3] at page 39 of the brief in paragraph 81. You say there 


4| that if it were suggested that the tax deduction be 

5 payable reagrdless of the final income position of the 

6] recipient that it would be unfair. I do not think any 

7| suggestion that there might be 2 deduction at the source 
8] would necessarily, at any rate, be made on the basis 

9| that a taxpayer should not be entitled to a refund if his 
10|| income were such that the tax at the rate we have held 

11 would not be payable. Nor would I expect that a deductio 
12] at the source on patronage dividends would relate to 

13|| patronage dividends elione. This, I suppose, might have 
14] been accompanied by a general provision for deduction 

15|} at the source on dividend payments, 

16 In the Cooperative Wheat Producers brief at 

17] page 110 in paragraph 184 there is definite opposition 

to the suggestion that there might be deduction at the 
source, 

Have you anything that you would like to add 
in respect of this particular question? 

MR, STAPLES: Mr. Stewart, these are two more 
sections that were in the questionnaire from the 
Commission. We tried to gather information on it and be 
as helpful as possible, the result of which is here, 

If you wish, Mr. Simon who worked this out to speak, he 
may have some heipful comment. 

MR, SIMON: I really think, sir, that we have 
exposed our complete approach to this. We felt that 


the administration of this might present difficulties 
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both from our own cooperative viewpoint and also from 
the viewpoint of the tax collectors. 

MR, STAPLES: Perhaps Mr. Gibbings might want 
to comment, 

MR, STEWART; May I ask Mr. Simon why it would 
cause difficulty to the tax collector? 

MR, SIMON: We thought of the constant inter- 
change in the income and in the form of income tax 
eollectors because quite often there would be a large 
number of requests for a return of the deduction. This 
creates work for the administration. 

MR, McDONELL: If you realized that a patronage 
dividend was taxable in the hands of a farm member 
immediately it is declared, it would be deductible at 
source immediately it is declared. You have accomplished 
nothing except a lot of red tape. The tax office would 
get all this money from the cooperative deducted from 
patronage dividends and turn around immediately and pay 
it back to the farmer. The taxpayer I suppose would pay 
X dollars and would say X dollars iess this deduction, 
so the time factor here does not accomplish any purpose. 

MR, STEWART: Is it not a fact, Mr. McDonell, 
and I do not suggest for a moment this is confined to 
patronage dividends, but dividends generally and possibly 
including patronage dividends, thet there appears to be 
a certain amount allocated to revenue? In other words 
there is income which is not reported? 

MR. McDONELL: It is located in this field, 
though, and therefore there is a T-5 slip in each one 


of these cases, 
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MR, STEWART: A T-5 refers to the payment of 
$100.00 and more? 

MR, McDONELL: Not in alli cases. In our own 
it is for 100 per cent which is taken right off. 

THE CHAIRMAN: Mr. McDonell has got a point, 

MR, FOWLER: I suppose I could make the 
suggestion that instead of $100.00 perhaps $50.00 might 
be considered as causing less difficulty and achieving 
léss 1085S in this regard. 

MR, McDONELL: I might say that this involves 
a matter of feeding the T-5 slip through an I.B.M. 
machine. There is no probiem there, There is just the 
Gi1fficulty in respect of the return of the refund. 

| MR, STEWART: So if anything of this sort is 
to be considered you would prefer to extend the T-5? 

MR, McDONELL: Yes. 

MR, STEWART: Rather than deduct at source? 

MR. McDONELL: Yes. 

MR, SIMON: I was wondering, Mr. Stewart, 
referring to deductions if this would put the cooperative 
in 2 position that ordinary corporations are not in, in 
that ordinary corporations I believe do not have to 
deduct at source in respect of dividends. 

MR, STEWART: Well, I think if it were done for 
one it perhaps should be done for all. 

If we can now back for a moment to this 
question of deductibility of patronage dividends, there 
is one question which I do not think has been raised 
earlier and that is, is it not a proper means of 


classifying cooperatives for this purpse -- would it be 
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logical to say that the smaller cooperatives, for example 
might continue to have the benefit of this particular 
deduction, but that it might be denied to the larger 
ones? Obviously there would be a great problem here in 
defining what is large and what is small, but is there 
any possible method of classifying cooperatives? Is 
there a logical differential for this purpose 2s between 
retail cooperatives on the one hand, and I refer to 
consumer cooperatives, and the wholesale or national 
cooperatives on the other? In other words, expanding 
on that second point, which has been made in the last 
eouple of days regarding the close personal connection 
between the individual farmer or member and his 
cooperative, when we come to deal with wholesales such 
as federated cooperatives we find that the individual 
farmer or member is not a member in that particular 
organization at all because membership there is 
restricted to the retail cooperatives. No doubt there 
are other cooperatives which might be effected by any 
such differential. The Manitoba Pool Elevators, for 
example, is composed of member cooperatives. There again 
there is certainly less direct connection between the 
individual farmer and that type of cooperative. I am 
not suggesting that these are the only sort of 
classifications, but there are two, one on the basis of 
Size and one on the basis of who the members are, 

Is there anything to be said for a class- 
ification along those lines or along any other lines? 

MR, STAPLES: Mr. Stewart, I can only say that 


any such attempt at discrimination among cooperatives 
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would be quite unpalatable to us. We would not want 
to see any attempt made to measure cooperativeness in 
a democratic and properly constituted cooperative 
organization. That would certainly appear to be 
involved. 

Secondly, retail cooperatives and wholesale 
cooperatives, for instance, are part and parcel of the 
locale because that is the only way the local cooperative 
ean provide itself with certain services.: It is only 
part and parcel of the whole deal. It would be quite 
unacceptable, Iam sure. There are people here who 
could spéak perhaps with more authority in respect of 
retail versus wholesale than I can, but I am sure they 
would agree that this would be entirely unacceptable 
to us. 

MR, MeDONELL: First of all you! are discussing 
the question of producer cooperatives and consumer 
eooperatives. The biggest percentage of consumer 
cooperatives certainly are producers. Would you split 
thet down the middie and this item being sold to the 
producer is in a different category than this was? 

This becomes a physical impossibility. Can you split 

on the basis of dollar value or on the surplus that 

is left over, or the number of members? How do you judge 
size? 

We have a livestock operation as mentioned 
earlier. We were handling approximately $50 million worth 
of livestock. We were dealing with a small commission 
agent. Is that actually part of the size? How do you 


judge it? Do you judge it by the number of members? 
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These cooperatives have many different setups. Really 
the answer is you judge it on the basis of the income 
level of the member. In other words you do it on the 
basis of personal income. There is not any other answer 
to it, Anything else is completely impractical. 

MR, STEWART: I am not quite sure I have 
followed that last part, How do you relate it? 

MR, McDONELL: You cannot do this on size, 

You cannot do it on the basis of whether this is a 
producer cooperative or a consumer cooperative. You must 
do it on the basis of the taxable income of the member. 
You do it on 4 personal income basis and that is all. 

MR, STEWART: If you are attempting to classify 
cooperatives are you suggesting that you can classify 
them on the basis of the individual? 

MR, MeDONELL : We already classify them. What 
you are trying to do is superimpose a secondary tax here. 
You cannot have half of your credit on the basis of a 
personal income scale with another section over here. 

You would have tremendous repercussions. 

MR, STEWART: Well, Mr. Chairman, I think those 
are my questions. 

THE CHAIRMAN: Are you finished? 

MR, STEWART: Yes. 

THE CHAIRMAN: Any more questions? I think that 
pretty well takes care of our questioning. Have you 
anything that you would like to say to us? 

MR. STAPLES: I think if we are coming to 
the end -- 


MR, FOWLER: Before you come to the end, Dr. 
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Staples, perhaps I should make a comment. I do not do 
this to provoke more discussion, but I should like to 
ask that certain areas be looked into a little further. 
I have already made my contribution with the others to 
this discussion. You said sometime ago that you 
appreciated that you could not possibly go into all the 
areas that were touched upon the briefs. There was one 
area we had hoped might be looked into and I just want 


to mention it. 


It is in the area of deductibility. 

Through the years we have reached the people 
and provided them with a service. After paying the 
cost of that service what is left belongs to the people 
and we distribute it... It is suggested that what is left 
is income, but we distribute it and divest ourselves 
of it and reach the same general position that we were 
ease 

There is one more area in the economy which 
makes money which makes what the coops make look like 
ehicken feed, and I am referring to life inswrance 
companies. In one of the briefs there is reference to 
this. I hope you have the means at your disposal to 
get the figures in this regard. 

To correct an impression I may have left, I 
should like to point out a few items here which suggest 
that life insurance companies which are not big distribut 
in the neighbourhood of $45 million while others 
distribute in the neighbourhood of $157 millions. I 
think these are American concerns. In discussing this 


matter with an assessor in a group that looks after 
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life insurance returns, and I will not quote his name, 
said something to the effect that they assume these 
companies are deductible; they are simply over- 
payments of premiums and were not taxable. The life 
insurance companies take this taxable income and 
distribute it in some kind of equitable manner. All I 
am asking is that if in your wisdom you feel there 
Should be some change in deductibility on patronage 
refunds in respect of cooperatives, I think you. also 
look at life insurance companies unless they are in a 


completely different category. Perhaps somebody in 


government should be able to tell us why this should not 
apply to life insurance companies if it applies to 
cooperatives. If you are going to tax us you shouid 
consider that to be equitable you would perhaps have to 


tax their companies. 


THE CHAIRMAN: Thank you Mr. Fowler. There are, 
of course, many types of organizations and many things 
we have to look into. Clearly the life insurance companie 
are <in this group. 

MR, STAPLES: Mr. Chairman, very very briefly 
I should like to say that we have appreciated the 
opportunity of coming before you in this rather 
different way. We hope that you feel that this experiment 
With an organized group like this has been helpful. 
We appreciate this effort and from our standpoint we 


are more than satisfied with it. 


I should like to add my word of commendation 
for the way Mr. Stewart has handled the hearings. His 


questioning has been very clear, logical and helpful. 
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hearings, and indeed with the grace and courtesy with 
which you have done so. We have been very much impressed 
with what you have put before us and we are all seized 
with the sterling qualities of the cooperative movement, 
I might say. 

We are charged with a difficult task in trying 
to spread the cost of government in every place where 
it should be reposed. I must say that we must look 
at this task having regard to equity and ability to pay 
along with every kind of fairness. We must avoid 
looking at the narrow aspects which one is led to by 
semantics, and I think we have to be extremely wary. 

It seems to me that of all the charges imposed 
upon this Commission there is nothing more difficult 
than the problem with which we were faced in the last 
two days and with which we Will continue to be faced. 

I thank you very much, all of you for appearing before 
us during these last two days and for being so complete 
in your explanations, making them in such a way that 

we were eble to understand. We are not all expert in 
these fields and you have very kindly brought us into 
your schemes in a way in which I think most of us have 
been able to appreciate and understand. Thank you very 
much indeed. 

THE SECRETARY: Just before we adjourn, Mr. 
Blair has handed me one letter which is an exchange 
of correspondence between the Deputy Minister of the 
Department of Cooperation and Cooperative Development, 
He wishes this entered into the record as an exhibit. 


It will now be Exhibit No. 212. 
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---EXHIBIT NO, 212: Letter exchanged 
Pa between the Deputy Minister 
of the Department of 
Cooperation and Cooperative 
Development and Mr. Blair. 


THE CHAIRMAN: We will stand over until Monday 
morning at 9:30 o'clock a.m. 


---Whereupon the Board adjourned. 
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Ottawa, Ontario, 

Monday, 

October 7, 1963. 
---On commencing at 9:30 o'clock a.m. 

THE CHAIRMAN: Mr. Secretary, it is now 9:30 
and we might as well commence, 

THE SECRETARY: Good morning Mr. Chairman and 
Commissioners. On August 30th we received in the 
Commission office a brief from Imperial Oil Limited, 
Representatives of this company are before you this 
morning, and the delegation is led by Mr. W.0. Twaits, 
President of Imperial Oi1 Limited who will speak to the 
brief inthe first Instance; * I should like’ to ‘enter 
this brief into the record as Exhibit No. 213. 

---EXHIBIT NO, 213: Brief by Imperial Oil 

Limited. 

THE CHAIRMAN: Good morning Mr. Twaits and 
gentlemen. We are glad to see you this morning. For my 
part I introduce to you our Commission members, Their 
names are before them here, When I get through I would 
be glad if you, Mr. Twaits, would introduce the members 
of your delegation. We very much appreciate the efforts 
you are making on our behalf. You nave given us a 
most informative submission, which we have all read with 
a great deal of interest, 

This morning we would like to question you 
with regard to these matters, but before doing so, if 
you have anything you would like to add or summarize or 
Speak to, we would be very glad to hear you. If you 
would introduce your delegation now I would appreciate 
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MR, TWAITS: Thank you, Mr. Chairman. We 


regard it as a privilege to appear before this Commission 
Before I make a short opening statement I should like to 
introduce my colleagues, A considerable number of 
people in our organization have contributed to this 
brief, and those who probably spent most time on it are 
here today. Firstwor¢all,-com my cextreme <lefiighs Mrs 
S.B. Bwens, Assistant Comptroller. To my immediate left 
is Mr. J.W. Hamilton, Q.C., the Director of our company. 
Gn ay Tignt “is “hes JvF or yBarrett, Q.C..) sour general 
counsel. Behind us sit a number of people who have 
contributed to our brief. First is Mr. Bruce Mackinnon, 
Executive Assistant, Then there is Mr. V. Holland, 
Comptroller of Taxation, Mr. Jack Pattison, Economics 
Adviser, band“MrloRvS. “Ritchie, whois audirector of the 
company. I do not intend to draw these people in, 

sir, but it is a reflection of how many people have 
contributed to the work of preparing the brief. 

THE CHAIRMAN: We would be delighted if you 
cared to draw them all in. The last submission was 
presented by twenty-eight people. 

MR, TWAITS: Then I feel better, thank you sir. 
I have a short opening statement to make, Mr. Chairman, 
if I may proceed now. 

THE CHAIRMAN: Please do. 

MR, TWAITS: Our company submission, as you 
can see, has not been confined to factors affecting our 
industry or company per se, but instead expresses our 
views with respect to broad fiscal and economic needs. 


This, indeed, reflects the importance we attach to the 
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Commission's investigations and the indivisibility of tax 
problems, fiscal, economic and social objectives, 

In addition, however, there ere two other 
factors affecting our company which require emphasis and 
our thinking in this brief. First of ald, we ‘believe 
that we are exposed to a greater diversity of taxes than 
any other industry stemming from the complex of operations 
ranging from extraction through intensive manufacturing 
and finally to retail marketing. Secondly, we are 
exposed to virtually every facet of economic life and 
virtually every taxing jurisdiction in the country, The 
economic welfare of our operations therefore depends not 
on the fortunes of an economic group or entity but on the 
general health of the country es a whole. 

Letrus’ place this in better perspective. 

For example: 

(2) In the field of petroleum products, our 
company's sales are overwhelmingly made 
to industry including transportation, 
construction, manufacturing, etc. Only 
20 per cent of total volume goes through 
the retail service station to the 
motorist, with which we are most 
frequently identified. 

As large producers and exports of crude 
oil and natural gas and hence as large 
purchasers of raw material and equipment 
in many parts of Canada, we are concerned 
with the competitive cost position of 


ourselves and other Canadian industry 
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1 and hence with fiscal and monetary 

2 policies which affect our competitive 

3 export position. 

4|| (c) In chemicals we supply raw and intermediate 

5 organics to a variety of industries both 

6 in the domestic and export market. I 

7 believe at the present time about 17 per 

8 cent of our chemical sales in dollar 

9 volume are going into the export market, 

10) (d) Finally, we are a capital intensive 

11 industry in that continuing large 

12 injections of fixed capital are necessary 

13 to meet technical and market obsolescence. 

14 Over the past ten years, our company's 

15 annual expenditures for new plant and 

16 equipment plus exploration for new 

ii reserves has averaged $103 million. 

18 Thissds 171 per cent of avérage earnings 

19 and 287 per cent of average dividend 

20 payout during the same period. 

21 THE CHAIRMAN: What period is that? 

22 MR ©oWAITS# «This ds the) past teniyears:. 

OS On these grounds we have a heavy stake in the 
on welfare of the Canadian economy in general and Canadian 
25|| industry in particular. By the same token our capital 
26|| and exploration expenditures, 90 per cent of which are 
27 || made in Canada, are of vital importance to manufacturing 
28 || industry in this country. 

29 We believe that fiscal policy and the resulting 


taxation is the greatest problem facing Canada today and 
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1] in the foreseeable future. There is indeed little use 

in discussing economic, social or political objectives 
unless these are based upon a soundly conceived, consisten 
fiscal structure appropriate to external as well as 
internal considerations. 

Mr. Chairman, I have no intention of repeating 
the general views expressed in our brief, all of which 
were directed to this concept. However, there are two 
questions on which I would like to enlarge. These 
questions relate to the effects of taxation on business 
decisions and to the incidence of taxation. 

At the moment our company has before it capital 
projects and programs totalling somewhere between $85 
million to $95 million which would be commenced in 1964. 
Any increase in taxes which contributes to the cost of 
construction of such facilities simply reduces the 
incentive and desirability of undertaking such 
productive investment, Taxation of corporate income has 
the effect of reducing the net return and so has a 
tendency to render sub-marginal otherwise economic 
ventures. The effect of taxes which add to costs and 
taxes which reduce results -- that is, returns -- is 
multiplied in situations where, as is becoming more 
common, large investment must take place in advance of 
a profitably sized market or an economic scale of 
production. Thus, we can say that taxation on productive 
investment,no matter what type, either through sales, 
commodity or income taxes, directly affects the 
investment cycle and therefore the prosperity and 


economic health of the country. 
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The problem is much greater and much more 
important than its impact on the affairs of the 
individual company. In the introductory comments to 
our brief we have pointed out that economic growth and 
employment depend on the growth of industry which in turn 
depends on investment, This is a matter of fact and 
not controversy. We respectfully suggest to the 
Commission that this is probably the most single important 
concept which must be injected into fiscal policy in 
this country. 

Capital generation -- and I am using this term 
in the broadest sense -- or in reality insufficient 
capital generation with consequent effect on employment 
and economic growth is the real answer to the question 
of effects of taxation on business decisions and the 
incidence of taxation. In shorty in sour ‘view, the 
ineidence is e¢xpressed in the’ form of unemployment and 
the business decisions are reflected in the lack of 
necessary economic growth, 

The Commissioners may have seen a recent 
article in "The Economist" of September 7, 1963 which 
provides some statistical validity to the conclusion that 
the impact of taxes on capital is passed on in such a 
way as to leave the net return substantially unchanged. 
It is important to recognize that a major mechanism 
through which the taxation of capital is compensated 
lies in the reduction in the number and nature of the 
ventures which can be undertaken. "The Economist" 
article confirms our view that since capital is essential 


for growth, its taxation is bound to be reflected in lack 
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1} of growth if not in outright decay. 


2 We believe you have already had testimony 
3] before you concerning the relationship between federal 
4| budget deficits or surpluses and the importation of 


5] capital. To this we would add the following: 


6| (a) The return on capital in our industry, 
7 for example, and many others -- to the 
8 extent we can determine it -- is 

9 substantially less than that which can 
10 be obtained in the U.S., the U.K., or 
11 BuGeper aihére jes, an effects dess 

by. incentive for the investor. This may 
13 be due to our "open economy, and to the 
14 structural handicaps which we have to 
15 absorb in order to compete in the 

16 domestic a5 well as world markets, 

17) (b) If we want the economic growth which 

18 results from investment in industry, 

19 then there must be an inducement to 

20 capital which is at least competitive 
val to other politically stable areas and 
22 also to the long-term rate of interest, 
23 I am using "long-term" in the sense 


of mortgage rates or what have you. 
(c:) One comes to the inescapable 
conclusion that fiscal polisy in this 
country, perhaps more than any other, 
should be directed toward increasing 
capital generation and capital 


investment. There is a fundamental 
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sequence here which needs to be re- 

established -- namely, industrial 

investment depends on investor 

incentive; depends on ability to 

compete in domestic and world 

markets; and depends on costs, 

including taxation. The best tax 

polisy for Canada is one which 

consistently encourages the productive 

generation and employment of capital. 

Only by such a policy will we secure 

the additional jobs and economic 

growth we are seeking. 

This conclusion is rendered the more forceful, 
to us at least, by a consideration of the enormous 
effect of modern technology and technological change on 
the development of Canadian industry. In using the term 
technology we ere not simply referring to the pace of 
scientific development and the resulting emergence of new 
products and new processes, and so on. We must accept 
the fact that no country or area has a monopoly of 
industrial how-how such as existed in the United Kingdom 
for a period following the industrial revolution in the 
late 19th century. Rather, I am referring to the 
combined forces of technology which result in more 
complex industrial processes, more costly equipment and a 
vastly increased capital requirement to produce and 
market a given physical yolume of any product, 

This is a trend which we have experienced to 


@ high degree in our industry, so much so that a modern 
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refinery represents an investment of probably $100,000.00 
per employee, exclusive of working capital -- an increase 
of tenfold over a period of twenty years. In other 
words, our capital requirements per unit of sale are 

much higher today and this is a trend in all industry. 

If then we are to sustain competitive industria 
development in this country, we must recognize that this 
Will require increasing quantities of fixed capital, much 
more so than in the comparatively elementary 
manufacturing operations typical of even 25 to 30 years 
ago. This of course is another point of emphasis on the 
importance of capital generation. 

At the risk of sounding like a repeater Mr. 
Chairman, the important point to us in this is that 
employment depends on manufacturing enterprise which 
depends on ine dnvaive to capital investment at a much 
higher investment cost per unit of product and therefore 
correspondingly greater risk under the pressure of 
competitive technology. Earlier, we pointed out that 
there was a risk in over-generalizing on these questions 
of business decision and tax incidence. Certainly, 
while there may be controversy over the size of the 
incentive necessary for capital investment, there can be 
no argument that expansion of employment requires 
capital investment. I suppose in a democratic society, 
it is difficult to visualize complete optimization of 
economic facts and social objectives within the 
boundaries of practical political action. However, in 
our opinion, the Commission must evolve, at least 


directionally, a sound underlying basis for fiscal 
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policy. Otherwise, the trees which are consistently 


obscuring the forest will continue to do so, We 
respectfully suggest that the forest in respect of 

Canada is an urgent need to facilitate the generation 

of capital -- and again I am using that term in its 
broadest sense -- by methods which have the consistent 
objective of maximizing the competitive position of 
Canadian manufacturing industry. All the recommendations 
in our formal submission really point to this end. 

Mr. Chairman, I have two very small points of 
differentiation as an added explanation to our brief, if 
I might give it informally now. 

THE CHAIRMAN: Yes, please do. 

MR, TWAITS: One of these concerns the 
petroleum industry which, for many reasons, has become 
identified in this country with the exploration and 
production of crude oil and natural gas in Western 
Canada, 

I would simply like to make the point that 
while is a very important part of the business, the 
largest portion of the assets and employment are 
concentrated in manufacturing these chemicals, 
distributing and marketing them, so that the petroleum 
industry must be looked upon in that regard and not 
confined to the exploration and production of crude 
Gah x 

I would like to add one more work of 
explanation, that one of the problems we have had in 
discussing this industry is a background of mining 


experience in this country but where we tend to think 
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that prospecting for oil and gas has the same force as 
mining. I would simply make the point that the 
difference between these two things is, first of all, 
historically your exploration expenditures in mining are 
a very small fraction compared to your total 

development expenditures. On the contrary, in the oil 
and gas business you explore very, very heavily and your 
development costs are of a much smaller proportion. of 
eourse, the role of the oil entrepreneur applies in many 
ways, and I am simply trying to clear up these two 
points before we proceed. 

THE CHAIRMAN: The first of the two points you 
mentioned concerns the petroleum industry and you are 
trying to indicate that it covers a very large nee, 
some of that area being chemistry. 

MR, TWAITS: Yes. 

THE CHAIRMAN: That is easily comprehended in an 
integrated business because of the oil companies being 
partial ownership with other companies, end so on. They 
have got into the chemical industry, but I assume there 
is a great deal of the chemical industry which would 
not accept membership in the petroleum family. 

MR, TWAITS: That is quite right, sir. 

THE CHAIRMAN: And I imagine the line is not a 
yeryicilearwiine: 

MR, TWAITS: No sir. In’ fact) <in*vhe ofrield 
of organic chemicals today, where the line is drawn none 
of us will ever know. I think you must start from the 
point that crude oil is a collection of organic compounds}. 


There is a tremendous range of organic compounds, and 
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anything that is capable of origination or synthesization 
from organic compounds can be made from crude oil. We 
are simply, in the chemical end of the business, 
competing with other sources of the same chemical 
compounds. 

THE CHAIRMAN: Thank you. I think the procedure 
I would like to follow is to direct a few general 
Questions to you, first of all, perhaps, having regard 
to your opening remarks, and then to Part A of the 
Submission. After that we would ask our counsel, Mr. 
Stewart, to lead us in the more technical part of your 
submission. LUprealiyestarteein Part. B. Tt think. 

MR. TWAITS: That is right. 

THE CHAIRMAN: And it goes on from there, The 
first matter I see which is of the greatest importance 
to us is your tremendous emphasis on fiscal policies 
being geared to impart the generation of capital and 
industrial investment, We are, of course, curious about 
that, 

It is often pointed out that before we need 
equipment or buildings we need 2 market, and the 
question is whether the emphasis should be in favour 
of the consumer or of the producer for capital 
generation, or perhaps, as it seems to be in the United 
States, somewhere divided between the two. 

I think many economists are inclined to put 
emphasis on market development before the generation of 
eapitalscfor plant. 

We have endeavoured to have a look at the 


age of Canadian equipment, wondering whether it is 
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obsolete, There is so little information on that, it 


is almost impossible to tell. Would you care to say 
something as to why you place more emphasis on capital 
generation than you do on consumption generation? 

MR, TWAITS: I think the two, Mr. Chairman, 
go completely hand in hand. I would like to differentiate 
first of all, that with respect to Canada and other 
countries, the United States is one of the greatest 
common markets in the world. We accept the fact that 
the standard of living in this country depends on the 
fact that we have the ability to export. It also depends 
on the fact that we have a relatively open economy. Now, 
that means the domestic producer and the exporter are 
living roughly within the same framework of world 
competition. So, capital generation, in “my definition 
of the word, is not in conflict with the economist's 
market development. 

If you are going to maintain a free market 
position you have to have a cost structure which will 
permit you to sell either against other sources of supply 
or against the fellow who is trying to import into your 
country. In that sense the word "obsolesence"” is a word 
that I say cannot be talked about in the same sense it 
may have been fifteen or twenty years ago. You cannot 
exist on old equipment. You have to be competitive. 

So, I take all that in in capital generation. If we 
want growth we have to be competitive in a market, and 
then we have to be able to build equipment, manufacturing 
and production facilities, at a cost under which we can 


operate competitively with other places with some 
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attraction to capital. 

So, the two are not in conflict, Market 
development goes hand in hand with getting the necessary 
capital to be competitive. 

THE CHAIRMAN: So that if the government 
decided to pump more money into the private sector it 
Should have regard both to raising the burden of taxes 
on consumers, and also encouraging further industrial 
investment, You would not like to say which would go 
forward or whether at the present time there should be 
an equal distribution? I was taking it that your 
emphasis was definitely on the generation of capital. 

MR, TWAITS: Yes, but I do not want to mislead 
anybody. The term capital or capital generation is not 
gust money or profits. I am using it in a much more 
complete sense of productive facilities and competition. 

Opposition, as I see it, and as we have 
endeavoured to show in this brief, is that there should 
be much greater weight given to this question of the 
competitive position in all phases of the industry, a 
do not know whether my colleagues have anything to add 
here, 

COMMISSIONBR PERRY: There is one point I was 
going to ask you about specifically, Mr. Twaits, and you 
almost anticipated it in your supplementary remarks. 

I was wondering as to the exact extent to which changes 


in taxation affect your investment plans. People are 


fulsome with generalizations on this subject, but very 
seldom you have a person saying that specifically they 


had a program and that it would be affected by 10 per 
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cent with "X" change in taxes, or that taxes are one of 
the concrete elements to be taken into account in working 
out investment plans, Could you develop your own 
practices on this a little bit for us? 

MR, TWAITS: We would be delighted to, Mr. Perry, 
and we were kind of hoping somebody would ask us that 
question. 

COMMISSIONER PERRY: I have been waiting about 
three months to ask somebody this question. 

MR, TWAITS: I can get at this in many ways. 

I will start out with a relatively simple example. First 
of all, the easiest example is a refinery. An economic - 
sized refinery in the Ontario area today, that is, one 
capable of competing, cannot have less than 30,000 to 
35,000 barrels per day capacity. I think that would 

be ‘the ‘minimum: I doubt if anybody would want to build 

one quite that small. Now, that requires a minimum 
outlay of $30 million to $35 million in physical equipment, 
and possibly another $15 million to $17 million in 

working capital for processing, supplies, and so on. 

So, right off the bat you have $50 million 
involved. Now, there is quite a degree of pre-investment 
in that, As you will imagine, when you can see the 
necessity for an extra 5,000 or 10,000 barrels a day and 
you have to, to use a technical term, unbottleneck 
everything you can bottleneck, you are left with 5,000 
to 10,000 barreis a day, and you cannot build something 
of that size and have it left on the market, Therefore, 
what you do is build for 30,000 to 35,000 a day and you 


pre-invest. In other words, you take the long look at 
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1] this thing. Like most other industries, the return on 
2| a shareholder's investment in our industry is probably 

3/ 8 to 9 per cent, and obviously the difficulty is that 

4 any increase in cost is going to seriously affect the 

5 pre-investment period. 

6 Another example is in the chemical field. In 
7 chemicals our company, like most other companies in this 


8 country, has a basic problem of the size of the market 


9| in Canada, The total market in Canada for all the 
10 organic chemicals is less that sufficient for one 


11] economic-sized plant, Therefore, we have to undertake 


12] 2 long pre-investment period, and in so doing we are 

13 trying to put ourselves in the position of being 

14 competitive eventually with adjacent export markets. 

15 For a variety of reasons I do not want to 

16 give the notion that we are just building for the export 
17 market, but we want to build with the ability not only 
18] to compete in these markets but to compete with exports 


19 against us. 


20 Coming down to concrete facts, the treatment 

21) under tax provisions today governs to a large extent 

22|| whether we think we can take the necessary length of pre- 
investment period for our projects. In other words, we 
may have to defer for one to three years because they 

are marginal to begin with, very marginal. They require 
the committment of a great deal of money to the extent 
that if you increase the cost of the investment you 
simply refuse prudent judgment on the part of management 
in order to justify himself with his shareholders. 


COMMISSIONER PERRY: I wonder if you would mind 
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1} explaining a little bit further what is in your mind when 


wamet® 


2 you say "increasing the cost of the investment"? I 

3]| can see this as a prime example where you have sales 

4|| taxes coming in, but could you think of it in terms of 

5| the two aspects of this, which concerns most people, your 
6] cash ability to invest and your incentive to invest? 


7|| Where does the cost element come in here? 


8 MR, TWAITS: Let us look at it this way. We 
9|/ look at. specific project. Let us say it is a $20 
10} Miidion project. In order to design and construct it, 


11| it will take two and one half years. Therefore, there 


12] are two and one half years before the plant is available 
13 for operation. Now, then, we have to estimate our market 
14| and our competitive position starting in two and one half 
15] years and, knowing that in most cases we have to over- 

16| build in order to be competitive, we look at quite a 

17|| lengthy period. In assessing the desirability of that 
18 investment we have to take a long look at the market 

19] situation in Canada. How much it costs you to operate 
the plant depends a good deal on where the incidence of 
taxation is, and that is why we and so many other people 
protested so vigorously about the tax on machinery and 
process equipment, 

On the type of equipment we are using, the 
application of a sales tax will work out to roughly, if 
the tax is 10 per cent, to an increase in our cost of 
about 7 to & per cent -- the material is that big a 
proportion of it. So, this is the first thing. You have 
this addition to your cost. The second thing you look 


at in the way of return is that when you do get a profit, 
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what is your net profit, and of course this is directly 


effected by the corporate income tax, 

One of the real problems is how far this thing 
pyramids in between. Is that a partial answer to your 
question,,.Mr, Perry? 

COMMISSIONER PERRY: Yes, It is coming closer 
to one particular aspect of it, and that was the rate of 
return on the investment, for it is here that the 
corporation profits tax is most relevant. May I ask 
whether there is any generally accepted gross rate of 
return in the petroleum business? 

MR, TWAITS: Sir, I wish there was, for there 
is a great variety in it today. As to other companies, 
I do not know, but within our own company we have over 
a period of thirty years developed, we believe rather 
sophisticated analyses of investment projects and 
programs. We cannot say at any one time that a project 
should haverGenppersicent, 15 -per cents or 20) perm cents, 

I think what is of concern, and this is reflected in our 
brief, is that the return on the shareholder's investment 
in capital in the manufacturing industry today, outside 
of ours, is in most cases not very much more than 7 to 

9 per cent, Now, when you take a mortgage at 7 or 

7% per cent, we obviously haven't got the right balance 
here . I cannot say, and I do not think anybody should 
say, this is a factor of structural handicaps, but we 

do have structural handicaps and therefore we cannot 
afford the level of taxation that some other economies 
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THE CHAIRMAN: Do you not suppose that one of 


the reasons equities are as expensive in Canada as they 
are is this fact? There are two things that one as a 
prospective shareholder can look at: One is the dividend 
credit and the other is the accummulation which is 
customary to most corporations in which the shareholder 
receives tax free, Those facts, I would think, go some 
distance in making equities expensive. 

MR, TWAITS: I agree with you, Mr. Chairman. 
There are some awfully complicated factors in how 
expensive equities are in this country -- whether there 
are enough of them and whether we heave the right division 
of investment money in the country. But I would like 
to turn that question around and put it a little 
differently. I would think that we would be faced with 
a great problem if the corporate income tax was reduced 
in the United States, 

THE CHAIRMAN: Why? Let us proceed with that, 
That is a good point. 

MR, TWAITS: I think it speaks to your point 
because of what I will call an improvement either in what 
the investor is willing to accept or in the cost position 
of the company. It doesn't matter which way you put it, 

THE CHAIRMAN: Assuming that the corporation 
tax is passed on and the cost factor is affected, it mean 
the Canadian company costs become higher than the U.S. 
costs, 

MR, TWAITS: or, in other ways, it is less 
attractive to invest in Canada than somewhere else 


because your international market does not reflect all 
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these things. It is like the farmer in Peace River who 
takes a lower net back on his wheat than the fellow in 
Manitoba. This, I think, is the international effect 

of taxation when you are competing today in such a 
variety of ways and sources, 

THE CHAIRMAN: Would there be a minimum effect 
on petroleum exports? 

MR, TWAITS: I could not say minimum, no. I 
could not say minimum. 

THE CHAIRMAN; The long range, possibly. 

MR, HAMILTON: So far as the petroleum export 
market is concerned it is pretty well the world price 
anyway, so it would not have any effect on the volume of 
eitonees 

MR, TWAITS: I would answer that question 
another way. Again rr will come back to the fact that 
capital is ‘going to' go, even capital in this country; 
where it can get the most attractive return. Now, it is 
not attractive, taking into account strategic considerations 
and other matters, to explore and develop new reserves in 
Western Canada as opposed to some place else. Well, 
then, we will not get reserves, but it is not measurable 
exactly in price because there are political stabilities 
and strategic considerations of which, let us say, 
corporations are just as aware as governments are. On 
the other hand, there are segments of manufacturing 
industry, and getting out of the prospecting field itself 
and going into manufacturing alone, where I think you 
can say it is, in the matter of chemicals that we export 
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competition with the U.S. Gulf, that is the south-west, 
because we have a freight adventage over them. Now, to 
the extent there is a change in taxation which reduces 
their cost and increases ours, and I do not care what 
kind it is, then we are less competitive in the market, 
It is like Paris or anything else, Mr. Chairman. 

THE CHAIRMAN: I think you are clearing up an 
uncertainty which I had derived from your submission in 
that you indicate that corporation tax is generally 
considered to be passed on, and then you refer to the 
fact that petroleum products are priced according to 
world markets, and under the latter condition Mr. 
Hamilton says that any change in the Canadian tax could 
not be freely passed on and would probably rest on the 
shareholders. 

MR, HAMILTON: There would be a greater sqeeze 
so far as the company is concerned once you are in the 
export market, 

THE CHAIRMAN: You are assuming an increase in 
tax? 

MR, HAMILTON: That is right, 

THE CHAIRMAN: All right, you can say that an 
increase in tax might be borne by the shareholders under 
these circumstances, but I do not Suppose that all your 
products are set by world prices. 

MR, TWAITS: Virtually everything. You see, 
the duty protection is a minimum factor and has been 
traditionally. In many ways this has been good because 
you develop a lot of things out of it, but when you say 


it is passed on to the shareholder, Mr. Chairman, I think 
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what we are trying to say is that you do not see that 
because it reflects itself in lack of business decisions. 
It reflects itself in a plant that was not built, and so 
on. Therefore, to say that the incidence falls on the 
shareholder is not quite right. I think it falls on the 
economy, by the lack of something being done. 

THE CHAIRMAN: Your job is to make a profit for 
the shareholders and therefore whatever you do is 
directed ultimately to that. If it is not being borne 
by the customers it is being borne by the shareholders. 

MR, TWAITS: One of our jobs is to make a 
profit. for the shareholders, but there is an awful lot of 
other things too. There is a responsibility to the 
customers and the public. 

COMMISSIONER GRANT: Before leaving the question 
of return on investment do I understand, Mr. Twaits, you 
would look to a shareholder's return on his capital 
investment as being somewhere between 
7, 8 or 9 per cent? 

MR, TWAITS: I say that that is happening today. 
I do not regard it as desirable, Mr. Grant. 

COMMISSIONER GRANT: If I followed you it seems 
to me to be very high. Do you mean to say that if a 
Shareholder investing in a corporation receives back a 
return -- 

MR, TWAITS: Oh, no. You are talking about 
return on equity, on the purchase of stock on the market. 

COMMISSIONER GRANT; Right. 

MR, TWAITS: Iam afraid they are getting only 


a little bit over 3 per cent on our stock. I am talking 
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COMMISSIONER GRANT: Before tax? 

MR, TWAITS: After tax, and today in many 
organizations it is roughly not more than 7 to 8 or 9 
per cent, 

THE CHAIRMAN: You are relating that to the 
balance sheet? 

MR, TWAITS: The balance sheet, Mr. Chairman. 

THE CHAIRMAN: What is the price/earnings ratio 
in the petroleum industry? What is the range? 

MR, TWAITS: We were unable, Mr. Chairman, to 
give you complete data on that, We will search it out as 
far as our own stock goes. It is running at about 3 
per cent, Bxcuse me, but you are referring to the price 
dividend? 

THE CHAIRMAN: yes. The price ratio would be 
Somewhere between 15 ard 20, would it not? 

MR, TWAITS: The vatio would be about twenty 
to one, 

THE CHAIRMAN: And your pre-tax price-earning 
ratio, which I think is a very interesting figure because 
we are concerned with taxation of oil companies as 
opposed to taxation of the economy generally, would be 
30 per cent? 

MR, TWAITS: Yes; our effective tax is 39 to 
4O per cent. 

THE CHAIRMAN: If you can let me have that [I 
can work back from there. 

MR, TWAITS: It is roughly thirty to one, Mr. 


Chairman, That is as of last year, of course. 
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THE CHAIRMAN: If you were taxed at a 50 per cent 
tax rate, we might therefore assume, I Suppose, that your 
shares would sell at a different price than they now 
sell it and there would be less attraction to invest, 

MR, TWAITS: I would say that if our effective 
tax rate goes up we cannot all of a sudden turn around 
and we cannot in fact over a long period within a given 
taxing jurisdiction, bearing in mind we compete against 
outsiders, pass that on to the consumer. By so doing 
we would have less return. What heppens in the market 
with others I would not hazzard guess, but I would say it 
would certainly reduce the desirability of investment. 

THE CHAIRMAN: I would guess that in the market 
the significant ratio is the price-earning ratio after 
tax. I think that if one takes the market broadly and 
looks at these figures one can indicate the ratios between 
companies and between risks on that basis, and so I 
think it would have a most significant effect on the 
value of petroleum industry shares should they be taxed 
at 50 per cent. That is what I am saying. 

COMMISSIONER WALLS: Mr. Twaits, it seemed to 
me there was an inconsistency here. Perhaps it is my 
lack of understanding. You were asked if you did not 
think that Chav ARSS cHAEeeS" you are suggesting here would 
go towards the shareholder rather than to the consumer. 

I understood you to say the shareholder, but when you 
were talking about the current tax on machinery of 
production you stated that that worked out at the 
equivalent of 7 per cent, which you had to pass all the 


way down to the consumer, Am I right in that? 
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MR, TWAITS: No, sir. 


COMMISSIONER WALLS: Then could you clarify that 
for me? Let us make it simple. If you received the tax 
changes you suggest, to what extent would they be passed 
on to the consumer? 

MR, TWAITS: I have endeavoured to make two 
things clear, Mr. Walls. Perhaps I could repeat them in 
that context. First of all, with regard to the 7 per cent 
that you referred to, I was talking about an investment 
decision to build or not to buiid a plant. if you 
increased the cost of that plant by taxation then this 
makes it less attractive to invest, and where there is pre- 
investment involved you could be simply putting it off. 
it is not a question of passing it on. It is a question 
of a positive decision that you might have to build 
something and generate capital, and which you do not do. 

Turning around on the other side, if there is 
a change in taxation today -- and this is an over- 
generalization -- I would like to qualify it in so far 
as it affects manufacturing and marketing and say that 
we cannot really pass on except where it is a consumption 
tax, where it is a provincial sales tax or something of 
that nature, a highway tax or something like Uthat. 

But we cannot pass on taxes behind that, To use an 
illustration, our price structure is so sensitive at 
border points that as little as a quarter of a cent a 
gallon difference in price of products will start truck 
movements back and forth, Therefore, changes behind 
manufacturing process cannot be passed on -- 


COMMISSIONER WALLS: To the consumer? 
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MR, TWAITS: -- to the consumer. Again they 
will resuit inevitably in less attractiveness to the 
fiscal investor, and lack of these positive decisions 
that we want, and I am using positive decisions in the 
realm of manufacturing investment, keeping ourselves in 


competition and, of course, providing employment. 
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I think this is a very complex thing, to divide 
this up between shifting to the consumer and not shifting 
to the consumer. If you put a consumption tax at the 
end and then apply it to everybody who sells that 
product, then undoubtedly it is going to be picked up 
by the consumer, That does not mean to say that it does 
not affect your position, because you may at that level 
be putting the tax on your products which distorts the 
competitive position with some other competitive 
products. On the other hand, when you go to buy the end 
product of the sale, you are up against a competitive 
set of factors which simply reduces the return on the 
investment, 

I cannot quite’ agree that this is, as* you say, 
an incidence on the shareholder. As I see it, it 
eventually comes out in less investment incentive and 
fewer investors, 

COMMISSIONER WALLS: Talking about the 
consumers and against your position briefly, is your 
industry not really faced at the present time with a 
system of costly distribution? Is it not a fact that 
either directly or by subsidization you are encouraging 
your industry to puil Ata ions because your competitors 

build them on the opposite 
corner of a street, for example. Have you not got a 
very costly distribution system? 

MR, TWAITS: I hope that we are not guilty of 
that kind of economic nonsense, Mr. Walls. It may 
interest you know that up until the last couple of years 


there were actually fewer gasoline outlets in Canada 
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than there were in the 1930's, 


COMMISSIONER WALLS: But in the thirties you had 
one station with one pump, and today you have one station 
with eight pumps. 

MR, TWAITS: Yes, that is true, but the point 
I am trying to make is that the throughput outlet has 
steadily gone up. 

I suppose no part of our industry has been 
under more severe pressure in the last five years -- and 
this is typical of the whole marketingindustry, whether 
it be the marketing of lamps, toasters, or whatever it 
is, and competition is taking care of it -- there are 
instances of over building, with perhaps too many service 
stations. There is, of course, one way to let it handle 
itself, and that is just by competition. 

On the other hand, I think a generalization as 
to the over building of service stations is a little 
mistake and cannot be backed up by facts; in other 
words, it is a myth. There is some over building in 
specific areas, but do not forget that every year we 
take out of service a great many things and bring in 
new things, because there are changes in urbanization, 
in buying habits, and in many other things. 

COMMISSIONER WALLS: In section 7 there is 
another matter that is not quite clear to me. You 
state -- and I don't question this -- that Canada and 
Canadian industry must achieve a more sustained rate of 
growth in the expansion of exports. I presume you apply 
that to your own industry, that is, that same theory. 


MR, TWAITS: No question about that. 
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COMMISSIONER WALLS: As part of the taxation 
changes that you suggest, if you were given a greater 
advantage of entering any other countries, would your 
industry have the freedom to enter the United States markelts 
tn: competitionjstos your parent companies, because both 
you and the majority of oil companies are controlled by 
United States parent organizations? 

MR, TWAITS: Let me say first of all that I 
cannot speak for any other company except our own. We 
are exporting; we have no problem of that kind. We are 
not only exporting crude oil, we are exporting chemicais. 
It is a question of competitive factors. I might add 
that in exporting crude oil, one of the companies that 
is principally affected by our export from the United 
States happens to be an affiliate of ours. So; we are 
in complete compe tition. 

COMMISSIONER PERRY: Mr. Twaits, this very 
broad issue with respect to the balance of direct and 
indirect taxation is one on which we have had views 
expressed from the very beginning. I have been admiring 
your foot-work in avoiding this question in our 
examination of you, and I am not sure that even your 
brief comes down very firmly on it. At page A-11, at 
the end of the top paragraph, you say this: 

"we feel that the Commission 

should give high priority to means 

of reducing the corporate income tax, 

even at the cost of increasing the 

level of consumer taxes," 


Do you have any view on this suggestion as to whether 
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there are advantages in having more of one and less of 
the other? 

MR, TWAITS: I think, Mr. Perry, that the brief 
reflects a certain amount of what is perhaps the 
Commission's problem --- 

COMMISSIONER PERRY: Indecision. 

MR, TWAITS: -- of resolving what is a very 
difficult thing. That is one reason I pointed out that 
the problem of superoptimization of the tax structure is 
inherent in our system, 

THE CHAIRMAN: What is that word? 

MR, TWAITS: "Superoptimization" -- it is not 
optimum, Perhaps I might expand it this way: What we 
are trying to say is that the Canadian tax structure, 
which has become involved like everything else has, but 
is usually on a pasis of experience elsewhere -- needs 
to be modified as to the pecularities of our structure 
and our consideration. 

Those pecularities include the fact that we 
cannot live unto ourselves; we must be competitive ina 
relatively open economy. All of us who studied this 
kind of theory have an uneasy feeling that the canons 
of taxation say that direct taxation is the best, 
However, there has been an enormous change in this, with 
the transfer of payments and so on. You come down to 
the fact, if you want to reconcile what we seek in way 
of growth in a competitive business, you have to 
recognize the minimum level of transfer payments and 
Social benefits. Then, you bring yourself to the fact 


that maybe we have to pioneer this field a little to 
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reduce the level of direct taxation, or giving an 
incentive to investment capital, We have to recognize 
that we are going to have to get this down at least to 
a reasonable level. 

Therefore, we back our way into the fact that 
you are going to have to have higher consumer taxation; 
and, of course, this brings in our other thought that 
the base must be as wide as possible. We cannot tolerate 
the exemptions and allowances in this type of economy. 

THE CHAIRMAN: Do you have any uneasiness about 
the inflationary effect of increased consumer taxation? 

COMMISSIONER PERRY: May I expand that a 
little, Mr. Chairman? 

We have been talking to some Buropean economist 
and when they examine this idea critically they are 
thinking along this line 
If the importation tax is passed on, one 

would have to assume that if the corporation tax 
were taken off the price would come down by the same 
amount, If this did not happen we would replace the 
corporation profits tax by a consumption tax. This 
would increase the price, it would increase the costs, 
it would increase the demand for higher wages, and you 
might end up by being worse off on your cost structure 
for export than if you had not done anything in the 
first. places 

MR, TWAITS: Well, when I say we backed into 
this, Mr, Perry, I am not suggesting by any means 2 
wholesale slide. But there are a great many fields 


that have not been touched yet -- the service industries 
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and so on, 

In our examination of our tax base, you must 
realize you do not go just one direction or the other 
direction. What we are saying is as a basic tentative 
fiscal policy the competitive position of industry must 
be. realized first. To give preferential treatment, and 
to rush wholesale into consumer taxation, much as I 
would like to see a cut in corporate and income taxes, 
you don't move in that direction; you watch it as a 
competitive factor. 

COMMISSIONER PERRY: I am afraid I was preachin 
to the converted. Some of our witnesses have suggested 
a complete change over from a direct to an indirect 
taxation. 

MR, TWAITS: I am sure you would get a degree 
of controversy within Ubis delegation, My. Perry. 

COMMISSIONER WALLS: Do you not think that 
these people who now say we should eliminate the 
exemptions, would fight the changes as soon as --- 

MR. TWAITS: Ido. But there is in this 
country of history of subsidization of one area by 
another; yet, it is a frightening thing to see the 
narrowing base of taxation. This is most important; 
How do we get back to widening the base? 

COMMISSIONER PERRY: Mr. Chairman, I do not 
think we should leave Part A without paying tribute --- 

THE CHAIRMAN: I have another question. 

COMMISSIONER PERRY: I was going to say that 
this idea is the key to any innovations. I don't know 


that Mr. Twaits has any ideas or innovations, or they 
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would be announced today. Have you any idea in the 
field that you think might occur? 

MR, TWAITS: I don't know, Mr. Perry. The 
pace at which this is moving today, I am not sure whether 
we might be selling pots and pans in the future. I 
don't mean this in a merchandising sense, but this is 
Something that is very important in the Commission's 
consideration. I don't think the public realizes how 
fast technology is moving today. Even today we are 
producing many things which were not known fifteen 
years ago. 

COMMISSIONER GRANT: Mr. Chairman, I have one 
question for Mr. Twaits. When you contemplate capital 
investment, and you look at your return on your 
investment after charges and taxation, and as you pointed 
out, today the seaastey runs generally somewhere about 
7, 8 or 9 per cent, which I take you do not consider 
is Soo attractive for capital. 

BR, TWAITTS: Well, it is not. 

COMMISSIONER GRANT: Do you differentiate as 
between return on equity capital and return on, let us 
say, fixed capital? In the case of fixed capital, 
you retire your debt out of what is left, whereas in 
the case of equity capital you do not. 

MR, TWAITS: Yes. Mr. Grant, your question 
brings up something which I think is of very great 
concern to you, namely, the general lack of understanding 
of this process of building or creating plant. This is 
a very long process of studying the market, of assessing 


your cost structure, your competitive position and 
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everything else. Then you come out and say, if we are 
competitive, as we believe we are competitive, as we 
believe we will be, and if the market grows the way we 
think it will, and if this plant gets up to 75 per cent 
capacity in six years, then we will make a return on 
discounted cash flows based roughly at 12 to 14 per cent. 
This is the intelligentsia's decision; however, the fact 
remains that after making this kind of decision, taking 
into consideration technology, market prices and so on, 
the balance sheet position of most companies is not now 
more than 7, 8 or 9 per cent. 

So, what you think you will obtain out of the 
plant and what you eventually do obtain, are two quite 
different things. You try to distinguish between those 
two things. 

COMMISSIONER GRANT; Am I correct in saying 
that the return on capital investment might be termed 
adequate if the investment came from equity financing, 
but would be inadequate if it came from fixed capital? 

MR, TWAITS: Unquestionably, you heave to take 
your financial structure into consideration. If it is 
the type of project where you can put some borrowed money 
into it at a reasonable rate of interest, the kind of 
returns I am talking about do not leave you much room 
for leverage on that point, Then, you do take that 
matter into consideration. 

COMMISSIONER GRANT: Because your borrowed 
money has to be taken out of that? 

ME .w TWAITS#». Yess 
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financing is reflected in your share value? 

MR, TWAITS: Thet is correct, 

COMMISSIONER GRANT: Actually, I am under the 
impression that most of the petroleum industry does its 
expansion through internal means, that is, through its 
own? 

MRCIWAITS tw Norsir . 

COMMISSIONER GRANT: It does not go to the 
market very often. 

MR. TWAITS: No, perhaps not very often, but 
we have gone there in massive doses. When I use the 
term going on the market, I think of selling off 
International Pete, Royalite, and two or three other 
things. 

It is true that we depend to a considerable 
extent on retained evaawieen because when you take a 
large exploration program, you don't borrow money on 
ary holies. 

THE CHAIRMAN: I have one more question on 
Part A. I notice you made reference to the fact that 
equities are more expensive in this country than they 
are in the United States or in the United Kingdom. I 
was wondering whether that reflects an appreciation or 
an appraisal of better opportunities in Canada than 
elsewhere, in an expanding country, or whether there is 
in that situation any element of favourable taxation. 
We are interested in taxation, and of course that 
matter comes to my mind. 

I would assume that our dividend is a pretty 


attractive thing to the domestic investor, and I was 
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wonderiig whether that resulted pushing the price of 

Canadian equities to a figure above what they are in 

other countries. To what extent are Canadian equities 
in the petroleum business more expensive than in the 

United States or the United Kingdom. 

MR, TWAITS: This is a hard point to put in 
complete focus, Mr. Chairman. . By and large, our 
equities in the petroleum business, whether of 
integrated companies in this country or exploration 
companies, the independent exploration type of company 
in Western Canada is much higher than in the United 
States; in other words, the price/earings ratio is much 
higher. 

We could develop some specific examples of 
that, if the Commission were interested in them; but [I 
think we can generalize completely on that question. 

THE CHAIRMAN: What are the reasons for that 
situation? 

MR, TWAITS: If we go into the reasons, this 
is where you get into another factor. First of ail, 
in the earlier part of the play in Western Canada, 
perhaps one of the reasons was some tendency to be overly 
optimistic, That always tends to support the market a 
little bit, Secondly, there is a willingness to take a 
somewhat lower return in order to overcome a strategic 
balance. In other words, as an investor you would be 
willing to take a lower return on a higher prospected 
risk of looking for oil and gas in Western Canada than 
in some other less politicelly stable part of the world. 
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securities itself, which generally shows this phenomenon 
of higher price/earnings ratio. But I don't think I am 
competent to say whether it is that reason, or a 
combination of them, 

THE CHAIRMAN: The current story is that 
Canadians are not prepared to take on risky investment, 
Why then should Canadians pay more for their securities? 
It does not seem consistent, 

MR, TWAITS: Our returns ere higher too. You 
might ask why anybody would buy 2 share of stock that 
yields 3 per cent when they can invest in a mortgage at 
7% per cent, 

THE CHAIRMAN: I can see reasons for doing that 

MR, TWAITS: Yes, there are reasons. 

THE CHAIRMAN: But I find it difficult to 
understand why @ Canadian petroleum company's shares 
as a general class would sell at higher prices than 
would petroleum shares in the United States, 

MR, TWAITS: I think it is true, but I cannot 
give you good reasons for it. I have given one or two 
possible reasons. 

THE CHAIRMAN: The investors are perfectly 
free to move across the border, and they do. 

COMMISSIONER GRANT: The shares are discounted 
in the future more in Canada than in the United States. 
The potential growth is a great factor in determining 
the price of our stocks. 

MR, TWAITS: The future appreciation is, I 
think, probably a factor. 


THE CHAIRMAN: In any event, they are rated 
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higher by the investing world. 

Why do you suggest that Canada should aim at 
being a tax haven? I had heard that suggested by 
professional people like myself who would make a rather 
good thing out of a tax haven, but I am curious to know 
why you believe it would be useful, 

MR, TWAITS: Mr. Chairman, this is perhaps an 
unfortunate term. It sounds like a slogan of some kind. 
I think the term "tax haven" is entirely consistent with 
our approach to the fact that we have to take an 
unusual tax view, and not necessarily a traditional 
course of action that I gather would be appropriate to 
the United States economy or the United Kingdom economy. 
In other words, we are seeking to attract industry or 
other forms of endeavour. 

This odues down to what is our biggest problem 
of all: what is an economic groth rate, I think that 
in the sense in which we use the expression "tax haven", 
is because Canada is in an unusual situation, and that 
there are gains to be made by making it specifically 
attractive to industry to located here, To offset some 
of the profits, you can carry this into a discussion of 
reserve taxation; you can carry it into the question of 
competition as between certain industries, Every 
industry is in a different position; this is not a 
matter of getting a flet generalization. The problem 
in our industry is completely different from that of the 
electrical industry, or for that matter in the paper 
industry. 


THE CHAIRMAN: I think your use of the term 
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indicates that it was your conviction that tax rates 
in Canada should e lower in order to attract industry to 
Canada, 

MR, TWAITS: I think that is a fair way of 
stating it. It really comes down to the fact that if 
you are going to have a sophisticated work force, and 
you are going to employ people, you have to give them 
the proper tools to work with. That in turn depends on 
massive, and increasingly massive investment. 

THE CHAIRMAN: Mr. Stewart, have you any 
questions you would like to ask with regard to Section A? 

MR, STEWART: No, Mr. Chairman. 

THE CHAIRMAN: Would you like to move on then 
to aeavvon B? We will move to Section B. 

MR, STEWART: Gentlemen, my questions are 
going to relate to atu te abave mundane matters of tax 
structure. I would like to start with page B-5, where 
you begin to discuss exploration and acquisition costs, 

I was a littie surprised to see that at the 
beginning of that section you appear to imply that there 
are problems under Section 83A, as to the definition of 
drilling and exploration expenses. You specifically 
mention, under paragraph 12 the question of capital cost 
allowance may possibly constitute drilling and 
exploration expenses to some extent, 

I have before me a pamphlet which I imagine 
you are familiar with. It was published earlier this 
year by the Canadian Tax Foundation, under the name of 
"Oil and Gas Production and Taxes", I will have occasion 


to refer to this pamphlet from time to time this morning. 
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As you may recall, this pamphlet includes a number of 
articles by a number of different people, and in each 
case I suppose the article represents the personal view 
of the author, 

The second paragraph at page 170 of the 
pamphiet contains this statement: 

"At the present time there is 

little variance between the 

departmental view of the legislation 

and that of industry accounting 

practice as to what costs are 

properly tobe “included in drilling 

and exploration expenses", 

I do not think I need read the balance of 
that paragraph -- I see you have a copy of the pamphiet 
with you. The pamphiet then goes on discuss some of 
the -items which are included in the allowance. 

Then, as you are also aware, when we look at 
the income tax regulations, and when for depletion 
purposes we are determining production profits, it appear 
-~ and I am looking now at Section 1201(4)(b) and (c) -- 
that section 83A, deductions, and capital cost allowances 
are obviously distignuished. 

Now, is there any real problem of the sort | 
you refer to in paragraphs 11 and 12, either with regard 
to capital cost allowance or with regard to the 
definition of drilling and exploratory expenses 
generally? 

MR, EWENS: I don't think we have had any 


serious problem with the National Revenue in this area. 


ee ie : r sme 3 ei 
“one at bn cota ange epee | 
ss hacia adn ae ee eoqqu “ee 
BAL CO Mit ah a 
© on? Mo Biitowaaty sqangerng bminve wey a 
S ti sJoemetase sie an2zesaee ade | 
ee ee ee 
; saa? psewdad: qona2d tar OLIITD py’ oe 
westalatges ot to wei tatasntsegeh « J 
“snd Sanonen erseuba 9 tad? baa 
S15 Eteoo Sst ov as aptvcay 


gatitind mh bebutont ed oF yiaeaqem 

“ananeaxe nottergiqxe bra 

Yo sonkeind sd? doer boom L vata? For ob, 7 
TelAqdaq ott Yo Yoo 2 an baad age .T <-dqetgstsq Sand 
%o tom enpvosth no nen nerds deldamey oiT .. ,toy ete 


: _sonawolis mi@unt bshivlool ate doled saodh- ana 


| 
i 
tw Ment aw aedw .9%awe oslo sia voy an ,ned? 
roLielged. it norte ban (snottsivast, wav emoim! ed 
a Wgt 3 ,e%tRowg aoiveubors anteaters sh sta 94 e2e0nUG 
) ~~ (9) tne (¢)(#) 1091. sotteet ca Wom gation {mp T) Sam, = 
he cplheli®, Thoo Lattgss brie. ,nooktoubeb ,AER nolsoos Yaa 


bocatenaitetS egemolydo: sts 


1458 SM2 to moideo wp tant que. sted? ef ,won 


bis, 
barges qoLe eotots .c2 boa Iheatiqstgatsq at oF sé337 eet | } 
7 


a 


and of anes dite to -ecrnmenwol io) Inco tavtqae oF 
asuneqx? (iodstolgx® bos ere Yo notetatieb 
on .. —_ 

i _ _ 7 » 
a es ’ oy eqtions 


aan 
- ne ’ 
ye bead Sunil ow ante ‘mod's We .F 6 — 


ANGUS, STONEHOUSE & CO, LTD, 


TORONTO, ONTARIO 3714 

We have used this as a basis of explaining doubt, if you 
like, as to the Income Tax Act's use of the term 
"drilling and exploration expenses", 

As you know, most of the deductions in the 
Income Tax Act are on what we refer to as the prime 
cost deductions -- salaries, wages and things like that. 
The Income Tax Act in talking about drilling and 
exploration expenses does not point out clearly how one 
is to determine drilling and exploration expenses -- 
whether it is to be on a pure book expense, or on a 
taxation concept, 

I think there has been an agreement between 
industry and the department on how to do this, but it 
is an area of uncertainty and doubt. 

MR, STEWART: By the same token, when we come 
to paragraph 13 you refer to acquisition costs. I take 
it that the 1962 amendments have eliminated those 
problems at least as regards future acquisitions; and 
while any uncertainty that exists or is existing, may 
remain as regards pre-1962 acquisitions, this is not a 
continuing problem as regards future acquisitions. 

MR, EWENS: That generally is true; however, 
you will notice from Exhibit A of the brief we have 
expressed some concern about the affect of the 1962 
income tax amendments. 

MR, STEWART: I would iike you to pass to 
Exhibit A now, and refer briefly to the specific points 
you have mentioned, That exhibit relates to paragraph 
15 on page B-6. I heve skipped over paragraph 14, 


which has to do with depletion but we will come back to 
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ef ee 
depletion later on. 


Looking at Exhibit A, the first point that was 
raised in the letter set out in that exhibit has to do 
with acquisition costs under subsection 5(a) of section 
ee That subsection seems to be worded in a very 
restrictive fashion, and I have two questions with 
regard to it, 

First, can you give us any indication as to 
why the wording should be so restrictive and, as a 
supplement to that particular question, have you been 
able to develop, or do you think you could develop, 
something which would be simpler? The second question 
is, has the different wording as it now stands led to 
what you might consider a conveyancing problem with the 
industry, when the industry is dealing with the 
acquisition or disposition of petroleum properties? 

MR, EWENS: In answer to your first question, 
I think we would say that we do not know why this was 
given such a narrow definition. Our point here is that 
the new provisions indicated that you provided only for 
petroleum and natural gas rights. As a matter of 
practice in the industry, it is necessary to obtain 
certain other rights, because normally when you produce 
oil and gas you may produce other things like sulphur 
and water along with the gas, 

MR, STEWART: This is the point you make. 

MR, EWENS: Yes. 

MR, STEWART: I suppose Mr. Barrett is the 
person to whom my second question should be directed. 


MR. BARRETT: This has raised a problem, Mr. 
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Stewart, but it has not been in effect long effect for 
us to feel that we really can say what the problems 

are, even more, what the solution is. We have, for 
instance, talked about having two companies acquire or 
sell developed properties, rather than one company, in 
order to try and isolate the oil and gas rights and make 
sure that the contract or arrangement did not include 
more than what is permitted by Section 83(5)(a). 

MR, STEWART: To have two companies sell or two 
companies acquire? 

MR, BARRETT; Either or both, 

MR, STEWART: Coming to your second point, 
which relates to subsection 5(b), you raise the question 
of why it is than when a vendor is selling properties 
which were acquired before April 1962 he is not 
permitted to deduct for tax purposes from the proceeds 
of sale his acquisition costs of particular properties. 
Could I ask if you have been able to obtain or 
develop any explanation as to why that deduction was not 
permitted, 

MR, EWENS: No, we have not, 

MR, STEWART: Did you think it could be that 
the vendor might have been able to recover part of his 
costs through depletion, for example. 

MR. BARRETT; It applies to unproductive costs 
as well as productive. 

MR, STEWART: Quite so. 

MR, BARRETT: I don't think that would have 
been a problem. 


MR, STEWART: Would there be no problem in 
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practice in determining accurately what the costs on a 
particular property were? 

MR. EWEBNS: No, I don't believe so. 

MR, STEWART: Then, going on to point 3, which 
relates to subsection 5(e) of section 83A, you are 
concerned with the basic question of recapture of 
depreciation. Are you really concerned that there might 
be in effect double taxation, that is, recapture of 
Gepreciation under other provisions of the Act and also 
recapture under sub-paragraph 5(e)? 

MR, BARRETT: I think again the answer is 
that we have not had enough experience. We point out 
the danger that appears possible under the present 
language. 

MR, STEWART: In any event, you have not had 
it suggested to $80 that the tax authorities would 
consider or wouid try to get you both ways. 

MR, BARRETT: Not yet. 

MR, STEWART: Point 4 in your letter deals 
with depletion and with the effect taxwise of selling 
on the basis that the proceeds must be brought in to 
income. You suggest in the first part of thet paragraph 
that when you buy properties on a tax deductible basis 
under the new legislation the deduction is in effect at 
the 331/3 ¢, I would like to put this thought to 
you: Does that not depend on the general circumstances 
of the acquiring company? In other words, whet is the 
acquisition cost being set off against? Tf *tne 
company is a producing company with no sources of income, 
Ys 
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Suppose the company has no production income but has 


income of another type, then would it not be the fact 
that the acquisition costs would be set off against 
income which would otherwise be taxed at the full rate 
rether than the 33 1/3 rate? 

MR, EWENS: That would be correct if the 
company concerned had no producing income he did have 
another source. 

MR, STEWART: Would it not be difficult in the 
circumstances to do more than is being done now, that is, 
permit the deductions at whatever the rate turned out 
to be, and provide that the proceeds of disposition must 
be brought into income, recognizing that the effective 
rate of any tax must vary or may vary from taxpayer to 
taxpayer? 

MR, EWENS: I think we have felt that the 
equitable thing to have done would have been to have 
required that the deduction of these costs be taken into 
consideration in calculation of depletion, and also the 
proceeds of sale from these costs likewise should be 
taken into consideration in the calculation. 

MR, STEWART: In this regard I would like to 
discuss with you for a minute the last sentence of your 
paragraph 4. You seem to suggest these two alternatives: 
first, that section 6 should be amended to provide that 
proceeds of disposition will be treated as production 
properties in effect, or, on the other hand, that the 
regulation should be amended to provide that you can 
take depletion on the proceeds of disposition. 
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one of these properties, are the proceeds of the sale 
properly to be regarded as production profits? Looking 
at it from the other point of view: The purchaser will 
be acquiring these properties presumably because there 
are reserves or it is anticipated there will be reserves, 
and he expects to take depletion on whatever production 
is in fact obtained from the particular properties. Is 
your suggestion open to the difficulty that both 

vendor and purchaser would be taking depletion on the 
same production? 

MR, BWENS: No, I do not think so, because 
the vendor would be offsetting his sale proceeds, if 
you like, against his costs. As an illustration, Mr. 
Stewart: If a taxpayer purchases a lease for $100.00, 
and for any reason wanted to sell it next week for 
$100.00, he would find that his after-tax cost was 
467.00, whereas his after-tax proceeds would be only 
$50.00, and he would be out of pocket because of the 
tax rules on a2 straight purchase and sale on the same 
day. 

MR, STEWART: Again, you are talking about a 
purchaser who is entitied to depletion. 

MR, EWENS: That is right. 

MR, STEWART: It may be thet the problem here 
is that some purchasers are entitled to it and some are 
not, I am not sure just how you can frame a general 
rule for tax legislation which will take all these 
possibilities into account, But dealing with your simple 
case again, if the purchaser has held the property for 


some time and he has been fortunate enough to recover 
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$300.00 of production from the particular lease -- so he 
has recovered his costs -- if he is then able to sell for 


the $100.00, granted, he brings that into income, but 


the purchaser who has a cost -- that is the second 
purchaser -- of $100.00 will be entitled to recover that 
through depletion. It seems to me obvious if you have 


a whole series of transactions relating to that 
particular property, you cannot have a number of people 
taking depletion on the same property at the same time. 

MR, EWENS: Except, Mr. Stewart, that each new 
purchaser has to charge his cost against his depletion. 

MR, STEWART: Quite so. 

MR, TWAITS: May I make an observation without 
getting into the technicalities of the argument? 

MR, STEWART: Please do. 

YR, TWATTS : I wonder if it is. generally 
realized that these given transactions are not in many 
cases prompted by the normal commercial situations. 
Quite often there is behind the disposition of a 
property, or a relative amount, a factor in the unitization 
and in the development of a field, or something of that 
nature. I think some of these things are a little more 
common then just a company move or something like that, 

MR, STEWART: I quite agree, and I think that 
the form of Section 83A is obviously a problem to them 
at the moment, In the book I am looking at the text 
of that section runs to some eighteen pages. I do not 
suppose that in the official statute it would run quite 
to that length, because this particular copy contains 


the reference to the amendments that have been made. 
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But, admittedly, we are dealing with a very difficult 


and complex question, and, as you indicate in your 

brief, we are faced with the problem of rules with 
respect to exploration and drilling expenses which have 
changed very materially over the years; further, the 
statute attempts now to deal with expenditures which were 
made at different periods of time when the rules were in 
the process of development. 

I should like to ask two questions in this 
connection. In the first place, when an industry such 
as yours is faced with a complex piece of legislation 
of this character, would you consider it to be helpful 
if the Department which enforces the legislation were 
to issue an interpretative memorandum of the rules 
indicating how they propose to apply the legislation. 

MR. BARRETT : I presume those rules would, as 
usual, have no binding effect on anybody. 

MR, STEWART: That is another question, Mr. 
Barrett, but they would be a little more formal than 
anything we have had up to now. They would, if you like, 
be an expression of a general policy of the department 
in its interpretation and enforcement of 2 particular 
section. I don't suppose for one moment they would have 
any binding effect on the courts, but I am wondering 
whether in a case of this kind some of the questions 
that you have raised in the earlier portion of Part B, 
which we have been discussing up to now, and some of 
the questions that you raise in this letter Exhibit A, 
might not have been disposed of to the reason7ble 


satisfaction of the industry in a memorandum on the 
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MR, HAMILTON: I think that is probably correct, 
Mr, Stewart; it would be helpful. 

MR, BARRETT: May I speak about the other side 
of the coins You have already pointed out the 
complexity of Section 83A, and the depletion regulations 
which are also becoming pretty complicated; added to 
that, indications of intention from government, which 
will in time become lengthy and complicated, and yet at 
the same time will not be binding on the courts may not 
be the best way of trying to maintain a system of 
collection and administration of tax, 

MR, STEWART: I am interested in that 
reaction, because if anything of the sort were being 
considered the reaction of industry as such to that idea 
Should be known. 

May I ask this question with regard to Seetion 
83A, with which I am sure you are extremely familiar: 

Do you think that the whole question of exploration end 
drilling expenses could be dealt with in a much more 
Simple way than it is now dealt with? 

MR, BARRETT: I feel that with regard to the 
timing divisions which you have pointed out, surely we 
are ingenious enough to collapse this section more than 
we have. 

THE CHAIRMAN: Which provisions? 

MR, BARRETT; The timing provisions in Section 
83A, where they take a period of the year and treat each 
period separately. 


MR, STEWART: Does that mean you would prefer 
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a section which deals specifically with the current 
position, and then have a separate section, either of 
the same statute of an earlier statute, which would deal 
with expenditures occurring in prior periods? 

MR, BARRETT: To a certain extent -- to the 
extent that it is necessary to preserve the preferred 
treatment. 

MR, STEWART: I would like now to come to the 
general effect of this allowance of exploration and 
drilling expenses as it exists today. 

THE CHAIRMAN: Mr. Stewart, when you get to a 
good point, we will take a recess. 

MR, STEWART: Thank you, Mr. Chairman. We 
could take a break now, 

THE CHAIRMAN: We will take a5minute recess. 


---A short recess. 
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MR, STEWART: Yes, Mr. Twaits. 


MR, TWAITS: Perhaps we could return for a 
moment to your final question on Section 23A, including 
the question as to the interpretation memorandum, for 
some explanation of the provisions. Mr. Barrett has 
expressed our concern that this is not binding and 
in effect might lead to even greater difficulties down 
the road. There is one observation to make in this 
regard. We feel strongly thatuprior consultation will 
eliminate much of this. 

MR, STEWART: When you say "prior consultation" 
you mean consultation before changes are introduced into 
legislation? 

MR, TWAITS: Yes. We have a great body of 
experience in the industry which will eliminate a great 
deal of trouble. | 

MR, STEWART: We will come back to that when 
we get to the subsequent portion of your brief. 

On the general question of exploration and 
drilling expenses, I refer to page 196 of the pamphlet 
we were talking ebout, At the top of that page, I think 
they are dealing with the position as it existed prior 
to the 1962 amendments. As I read the first half of 
the page there, what they are saying in effect is that 
the industry was able to recover as drilling and 
exploration expenses its applicable costs except for 
four basic types of cost, which are listed. The -firat 
is rental payments in excess of $1.00 per year. The 
second is bonus payments, with the usual exception. 


The third is amounts paid for producing properties. The 
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fourth is expenditures of certain types incurred outside 
Canada. 

Would I be correct in saying that as far as 
the first three of those four exceptions are concerned, 
as regards expenditures incurred after the 1962 
amendment came into effect, the deduction is now availabl 

MR, TWAITS: Yes. 

MR, STEWART: You concur in that. I observe 
in passing that at the top of page 273 of the pamphlet 
the statement is made that as a result of the 1962 
amendments permitting the eatdeice of virtually all 
future acquisition costs -- I do not want to read further 
than that, because I am not asking you to agree with 
what follows; but the implication is clear there that, 
under present rules, those which were introduced in 1962, 
you are allowed to deduct, under Section 83A, virtually 
all your future property Sasueeie eos eosts, 

I would like to put this to you by way of 
summary of the position under Section 83A. I emphasize 
that I am concerned now with the post 1962 expenditures 
and I am concerned with expenditures in Canada. 

Would it be fair to say this, that all your 
exploration and drilling expenses and your ecquisition 
costs are deductible. That is correct? 

MR. BARRETT: Yes. 

MR, STEWART: This is perhaps a digression, but 
is it also a fair comment that we are now proceeding 
under Section 83A on the general basis that expenses of 
the nature dealt with in that section relate to the acq- 


visition of inventory rather than the acquisition of 
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wemeee 


1 capital assets -- in other words, that property 

2 acquisitions are treated as the acquisition of inventory 
3|| for tax purposes. 

4 MR, EWENS: Now, they are. 

5 MR, STEWART: They are now. Is it also the 


6] case, as I understand it, thet a deduction under Section 


7| &3A is to be taken immediately that offsetting income 

8] is available? 

9 MR, TWAITS: Yes. 

10 MR. STEWART: Is it also the case that, 

11 subject to that point I have just made, the deduction can 
12] be carried forward indefinitely? 

13 MR, TWAITS: Yes. 

14 MR, STEWART: Does it follow that there is no 

15 tax payable on production income until this Section 83 

16|| cost has been absorbed? 

MR, TWAITS: Yes. 

MR, STEWART: Then I would like to put this 
to you for comment. This deduction under Section 83A 
can be considered to serve the original purpose, or one 
of the original purposes, of a depletion allowance, the 
purpose I have in mind being the recovery of capital 
investment over the period of the useful life of the 
asset, 

MR, EWENS: I think we in our company would 
deny that the purpose of depletion is to cover cost, 

In our opinion, depletion is primarily an incentive 
measure, that is, to give a reward to the person taking 
the risk. 


We would only be prepared to look upon 
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1 depletion as related in any way to cost if we went back 


wewet® 


2) to the originel basis in the United States where 

3 corporations were entitled to calculate the discovery 
4/| value of an oil or gas field and they were allowed to 
5] amortize it. 


6 MR, STEWART; That was not, I think, the 


7| original basis in the United States, but it was an early 
8] basis. 
9 MR. EWENS: Yes. 
10 MR, STEWART: In any event, I take it you 
11} would subscribe to the proposition that industry should 
12] be entitied to recover its capital loss over the period 
13| of the useful life of the asset? 
14 MR, EWENES: Generally, yes. 
i) MR, TWAITS: That, I think, is a very difficult 
16/| question. I am a you had a purpose in phrasing it in 
17| thet way. Let us not forget that we are not taiking 
18 about a plant or a piece of physical equipment here. 
19 We are talking here of acquisition of some people who are 
20) successful and some people who are not successful. We 
21 are talking about the right to produce. We are not 
talking about taking a piece of physical or saleable 
plant, Therefore, the term "recovery of capitai" is not 
in my judgment a realistic term. Depletion; asvMr. 
Ewens has expressed it, is more an incentive system 
built into the total price structure, 

THE CHAIRMAN: Iam at a loss here, From the 
remarks from the front it would seem to me that Section 
83A items are moneys spent by the taxpayer and Section 


83A gives a right to recover moneys spent -- one calls 


a a 8 sa 


{tevo0Ete bit etatuotes oF bucatsnn onew anunae 
gd ‘SdH tLe wane yeitt See Brot aby wine 
gs,» al ODE ™, hal it sebtacte 


weeny ents (iindits E00 ‘whe Taal ePRAWRTR Om, 
pias ao caw Te duit) ,werssa Dosti) edo ae efend Tantytad 
olen 


*goY  (EnaWE TM 


& = -; - 


go¢ 2h mies x aeve Gay Gr «THAWETS «Pt 
Sitios urtenbal Torts mitttoogenq site o7 sdixsadws Slee 


= | 


ae al 


_~ 


igtteq af vo deok Letudeo aif =<pYooeT OF Holy tiat ed 


Lie ao 


$Tonmé Sr? Yo Sift Leteen ed? Yo 

wee ethers yommuwe a2A8 

iyohYtie view © af ,amind T° yved? 1ST AW? 
py? 22 golecing nl 280 Ty 6 hei yoy Sua ws = ,eolwaanp 
‘SrdLe? Tow ox Sw Fodd Vogt? Go ay Jal” . yew Sane 
S19 treaginps Indteyiiqg to eveid-© Yo tdarq e Ioodn 
Tm! odw tiqoe) oom 36 node geruppe Yo srer Saisie’ stn »W 
sW .igtannonue Tow vty ONw Siqasq SHOR bax [uae socwe 
fou a1 oN =, sone GP sigit Sde Sods girisies etn 
éfdeetce ww Tesleyig io syste B patwed Tuodsa gnriied 
an at “Laticer Ww yrevepe eid? sad \ etaterodT . 9aery 
<Of 2° .fottorged 297 olJebises on Jovepbyl, Ww a 
astage ewifqeed? of stée 62 32 Seeterqx® aad onset 
.eiinente eatiq [eJo7 sd? ofall Ji feg 

sf? actv scat eool ¢ ta we T 1HAMRIARD GT 
MehPoe2 Tet) wh of meee OtMOW CHM T? Sdt Wor) meweT 


mitoses bar IsesyEe! sad? <o Iqeqe Seenom a1 emets “EE 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 3728 
them moneys, but I do not think it makes any difference 
-- and accepting Mr. Ewens statement that depletion 
has nothing to do with recovery, it is a matter of 
incentive. I think I can understand that pretty 
clearly, that it is not a matter of measurement of 
income. It is a matter of incentive that comes off 
measurement of income. I think I have probably 
looked on that in my own mind as a reduction in the 
rate of tax, because I think it virtually has that effect 
a 33 1/3 per cent rate instead of a 50 per cent rate, 
Are we in tune on that point? 

MR, STEWART: I do not think it is necessary fo 
my purposes at the moment to attempt to agree on what 
the purpose of depletion is. Probably my basic point 


has already been agreed by Mr. Ewens, namely, that is 


possible now under Section 83A -- and again I relate 
this. to post-1962 expenditures -- to recover all 
exploration and drilling and acquisition costs, I see 


that Mr. Ewens is nodding his head again. 

MR, EWENS: Yes. 

THE CHAIRMAN: Before going on, I would like to 
ask Mr, Ewens to evaluate this specific exploration and 
drilling allowance in comparison to the American 
treatment. I might say at the outset that my own 
impression was that this is a little more generaous than 
the American treatment. 

MR, STEWART: I was about to put to M. 

Ewens three propositions on that subject and I think 
these will supplement your question, Mr. Commissioner 


Perry. 
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I would like to ask whether the Canadian 
allowance under Section 8S3A is more favourable than the 
corresponding American allowance in these three respects, 

First of all -- and I should emphasize that I 
do not profess to be really familiar with the American 
legislation and I am just asking for general comments 
on this -- does the American legislation not require that 
the expense relating to producing properties should be 
capitalized? 

No. 2, does the United States not treat 
expenditures on non-productive properties as a current 
expense which might produce losses for tax purposes, so 
that those expenses -- if they do produce losses -- can 
be recovered simply over the loss carry over period, 
whereas under Section 83A they can be carried forward 
indefinitely? | 

The third point, which perhaps does not relate 
expressly or solely to Section 83A but which is a 
related point, is this. Is there anything in the 
United States law which corresponds shareholder 
depletion which is provided for under our regulations? 

MR, EWENS: In answer to your first question, 

I would say yes, the costs of acquiring productive 
property are caplitalized. 

As to the second question, the non-productive 
properties are current industries. Our information from 
a practical point of view is thet in the United States 
approximately 95 per cent of acquisition costs are 
recovered in less than a five year period, so we feel 


they are not really all that different from the Canadian 


4 ry on i "6 sata ’ 

j eT ( Sg to ta Zod ob 
jaw | m6 7 olae{ 
ie | f ele 

? 4 +" . s re 1x , aris 
rIAZ ise 
' 


‘sta MAS OF ONLI Olgzonw f : 7 
nim &) AES motiqse vseba sonsactiis 


sanewolia Asorisah Selonoqestws 


a9" LOG SQR4 


i im 
# y eS] 
4 reont 
, J 
ioe t 1X 
i r oy npétnis 
4 
* i * ta ! 
’ = ee 
won +4 
j zo o > Rf i wv ] 
r > a be "iG 
2 YY A 7 y ‘ iv 
a , -_ ~ 
f i} ut f 72 
6 €f wel ormieqd sacl "i g 
ft to Inge ‘req &2 (lotenlan sy? 


syi% a wed? zen] nl OsTSsvoor:. 


ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 3730 


approach. 
MR, STEWART: That is in the industry as a whole 
MR, EWENS: On the third question, there is 
nothing comparable to shareholder depletion. 


MR, STEWART: Now, considering the present 


treatment of exploration and drilling expense and 
alternatives to it, one alternative I suppose would be 
to treat these costs -- and I include here acquisition 
costs -- as though the assets in question were 


depreciable assets entitled to capital cost allowance on 


some basis to be determined. Would you comment as to 
the feasibility and desirability of that particular 
alternative? 

MR. EWENS: I suppose today you could say they 
are on a capital cost allowance basis. It is a matter 
of timing. In the deductible value 100 per cent rate 
is there. If we can assume they should be deductible 
on some period of time, I think it boils down to a 
question of the timing feature. 

MR, STEWART: I assume that you would prefer 
that the 100 per cent rate apply, and that you be 
permitted to take them as rapidly as possible. 

MR, EWENS: Yes. 

MR, STEWART: Similarly, another alternative 
would be to permit the amortization of these costs, 
which would mean that the appropriate portion of the 
cost would be treated as a current expense, regardless 
of the income position; and that any losses would have 
to be recovered over the loss carried forward position. 


If in the United States 95 per cent of the cost 
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Wemet” 


1] are recovered in that particular way, or during that 

2) particular period, would you anticipate that substantiall 
3|| the same result would follow in Canada? 

4 MR, EWENS: It might. Of course, if you are 

5 going to have to recover cost in a five year period, you 
6] are going to have to do as in the United States, 

7|| abandon properties a little faster than otherwise. If 

8] you ask that your drilling and exploration costs be 


9 recovered within a five year period, I think you would 


10] be not denying the deduction of costs, In our industry 
11/ you face a heavy committment of capital and frequently 
12 it is not recovered as quickly as expected, quickly 

13 enough to permit the recovery of these costs within the 
14) five year period. 

15 MR, STEWART: So you would not welcome that 

16| particular alternative? 

17 MR, EWENS: No. 


18 MR, TWAITS: The position is changing all the 


19)| time. You do not know how much oil is in it or how 
much it will reasonably produce over a long period. 

MR, STEWART: I was interested in the statement 
that in the United States 95 per cent of these costs 
is in fact recoverable. Of course, I realize that the 
positions are not entirely similar. 

MR, TWAITS: Yes. 

THE CHAIRMAN: I would have thought Mr. Ewens 
reply might have been that it would tend to slow up the 
abandonment of the properties rather than accelerate it. 
If one wishes to make sure of the recovery of these 


costs, some will have to be dropped within the five year 


wie voy I. iio8 adyte is euueaciae® | 


wrubotvéa t20¢ evi @ al tooo wevoses oF Hvad oF g ; 
T “ile ala ad ef Gf ob. ‘ov ‘pret o? shtog . Pa 
“ Leatwedto nod’ osday Sivah 8 ¥attaeqomq nobaeda 


= 
= 


ed feos nollatoigxe hon Rnece inh duoy werd ¥ee BOX 
“ Glwow voy Mate? F \boreaq thee awl # nidviw bertvoos® 
mtesGat avo ar «B05 ) aolveubeb of? gnuiywed Jou sa 
YLineup est bao fediger do aatatnaco trsed a sot poy 
ylisiup ,betieqgxe oF vinsinp ‘en bersvouedt Son at VE 
efi giaviw eisoo saetit Io yuetone’ sit Siwreg ©7 davoas 
botteq! 49% svi? 
Tet? wmovlse toa blvow Hoy oF vPRAWETS iM 
| eevtventssts an iifoltiog 


te .o8 s2hRvi LAM 


eH? vin an2guado Ot aottlacg ad? cSTIAWT <FM 


—- 


wot» 22 gh Gt Lhe ‘eibi wad Wom! tom ob bot Jeane 
-BOiTeg anol & FV ‘sonbom gidanoe: ot iftw 7i fos 

awetete sit uc betuerstal wee TV THAWETE , ot 
eTaop peed? lo Ines tog Be Getate betta of? at Yass 
wi? Jon) oxtieou t (savvoe 1 .sfdstereces seat at €f 
asliats _leuiias Jon stn swoketens 

.6e¥ <«etrawt , iM 

[60% Wt eq? eeait Devoe TS RAMEARSD WIT 
of2 aw bole ot bao? Sfaow FT) Ded? ased spar, dais claes 
‘3h Steyelyoen aor? usdien1 esl sagem od? 36 Feramco be 


vom? le ©teveoe. sf? Yo save even oF eedelw eno 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO AE 
limitation and if they are written off faster there is 
the danger that one would run out in the five years 
before recovery. 

MR, EWENS: If you were faced with the five 
year limitation, I think what you are saying is true. 
Starting an exploration program today you might not 
recover enough sources of revenue to include recovering 
these costs within the five year period. I think this 
is what the industry would like to retain on the basis 
of deductibility today. 

MR, TWAITS: Of course I hope you are making 
this on the assumption that you have the right to 
produce as you like, because generally speaking this is 
the eontrol of the industry. 

MR, STEWART: Could I ask a general question 
with regard to ieduatey accounting practice? As a 
matter of fact, all corporate accounting generally in 
the industry in Canada -- are exploration and drilling 
expenses and these acquisition costs which are now 
deductible under Section 83A, treated as an expense item? 

MR, EWENS: This varies between different 
elements within the industry, Mr. Stewart, I think the 
other companies follow generally the practice of our 
company, which is to charge exploration and dryhole 
costs to capital productive oil costs. 

MR, STEWART: Now if I could come to the 
subject of depletion, which we will deal with, starting 
on page B7 of your brief. As I understand it, you have 
two basic criticisms of the present depletion allowance 


in Canada. The first is that depletion is determined 
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as an overall basis rather than on a well to well basis, 


The second is that in the compution of production 
income for the purpose of the allowance you must deduct 
these exploration and drilling expenses. Those are 
your two basic criticisms. 

MR, BWENS: That is right, 

MR, STEWART: Dealing with the second one for 
the moment, with the obligation to deduct exploration and 


drilling expenses and acquisition costs, you make the 


point in paragraph 28 that these may defer exploration, 
that continued expenditure of an exploration nature may 
result in recovery of depletion being deferred. Esudbt 
also not possible that in certain circumstances at any 

rate the narrowing of the basis in that particular way 

means that some depletion will never be recovered. 

VR, TWAITS : That is correct, 

MR, STEWART; Then I take it that depends or 
may depend on the corporate structure and on the question 
whether the company concerned has other than production 
income, If you had a company which had no production 
income but did have other income and also had 
exploration expenditure, then presumably you recover 
your exploration and drilling expenditures without loss 
of depletion. 

MR, EWENS: Under that situation there would 
be no purchasing income and therefore no depletion, but 
the moment the company did acquire productive revenues 
it would start the depletion. 

MR, STEWART: Under the 1962 changes, it is als 


the case that if you acquire additional petroleum 
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1| properties, depletion may again be deferred or lost, That 
2| is correct? 

3 MR, TWAITS: Yes. 

4 MR, STEWART: I think you make the point else- 
5| where in your brief that that particular 1962 change may 


6 discourage exploration since a person who purchases proven 


~w 


or semi-proven acreage will get the same tax deduction as 


8] the person who purchases exploration acreage or engages 
9! in exploration? 

10 MR, EWENS: Yes, we made that statement. 

11 MR, STEWART: Looking at paragraph 28 on page 
12 Bll, you have a table there which relates to the effect 
13 of exploration on taxable income and you show that a 

14|| company sina does not explore ends up in those 

15| particular circumstances with a higher taxable incone 
16| than one which does ex pidrdy Dealing with the figures 
17|| as they are there, the exploring company has received a 
18|| less depletion than the non-exploring company. Is that 
19| correct? 

20 MR, TWAITS: Agreed. 

21 MR, STEWART: Let us carry this example one or 
22| two steps further, Let us assume that both these 
companies are taxable at the 50 per cent rate. The 
non-exploring company would pay tax, as I calculate it, 
in the amount of $33.34. The exploring company would 
pay tax of $16.67. Therefore the first company would 
have a cash flow of $66.66, being the whole of its 
production income, less 33/34 of tax. As far as the 
exploring company is concerned the amount of the cash 


flow will depend on what you take in. If we exclude the 
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exploration expense from the computation, its cash flow 
would be only 33/33, which is materially less. I take 
it that it is a fact that the exploring company has had 
the benefit of $50.00 expenditure on exploration and that 
it has chosen to make that particular expenditure 
deliberately and in the hope that the return on the 
expenditure will justify the expenditure, 

MR, TWAITS: This obviously is a business 
decision here, On the other hand might I point out to 
you, Mr, Stewart, that by your own figures the exploration 
expenditure has cost to you 67 cents on the dollar and 
that depletion expenses is supposed to give an incentive, 

MR. STEWART: I suggest to you that to some 
extent this is an inflated one, to make the $50,00 
expenditure. 

MR, TWAITS : It is an inflated one but one of 
some importance to the country. 

MR, STEWART: In paragraph 33 you advocate a 
system of depletion based on a percentage of growth 
production revenue and you indicate in paragraph 34 that 
your proposed system is somewhat similar to that in the 
United States, 

You also indicate in paragraph 33 that one of 
the changes under your proposal would be that depletion 
would be allowed on a well by well basis. 

I just observe in passing that we have already 
found that the American system of exploration and drilling 
expenses differs from the Canadian treatment in a number 
of respects, including the fact that in the United States 


you have to capitalize the expenditures relating to 
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productive wells, with the result that your annual 
method of recovering that particular expense is from 
depletion, 

Now we come to rates, I wonder if we could 
determine generally what the American rates are, what 
the American system is, I would like to indicate my 
understanding of this, so that you can correct me if I 
am wrong. 

AS I understand the American depletion rules, 
you take this on a4 well by well basis and you are entitle 
to 27% per cent on growth income with a limit of 50 per 
cent of the taxable income from the property -- subject 
to this, that if cost depletion on a unit of production 
basis exceeds the depletion caiculated in the first way, 
then you take cost depletion. Is that a fair statement 
of the American system? 

MR, EWENS: Yes, it is, except for your opening 
comment, that it is on a well by well basis. I believe 
it is on a property by property basis. 

MR, STEWART: I beg your pardon -- property by 
property basis, yes. 

Then, in your suggestion which is set out 
specifically in paragraph 38 you suggest 25 per cent of 
growth producing revenues, with this clarification or 
limitation, that the growth basis depletion allowance 
would not, in any taxation year, exceed total producing 
profits computed after deduction of Section 83A 
expenses, 

I would like to discuss that with you a little 


bit, When you take 25 per cent of growth producing 
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revenues, is that on a well by well basis or on a propert 
by property basis? 

MR, EWENS: We have just said that on a simple 
approach, you would take the thing by the total of ail 
your producing revenues and 25 per cent of the resuit 
would be depletion allowance, 

MR, STEWART; Then, when you come to your 
limitation, the limitation of total producing profits, 
does that relate to all your experience or is that on a 


property by property basis? 


MR, EWENS: No, that would be the total, 

MR, STEWART: Would that mean that your 
definition of producing profit, which you say is 
computed after deduction of Section 83A expenses, would be 
somewhat similar to the definition of production income 
which is now weue aed in our regulations? 

MR; BWENS: Yes, I think that is a fair 
statement, 

MR, STEWART: Then, does this mean that you 
would get, under your proposal, the lower of the two -- 
that is, if 25 per cent of growth revenue were less than 
production profits, you would get the percentage of 
growth revenue. On the other hand, if 25 per cent of 
the growth revenue exceeded your production profits, you 
would get the production profit? 

MR, EWENS: That is right. - You would not be a 
business loss. 

MR, STEWART; In the United States the growth 
income figure is 274 per cent, which is a little higher 


than your figure of 25 per cent, but the present 
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limitation in the United States is 50 per cent of the 
taxable income from -- I suppose it is the particular 
property? 

MR, EWENS: That is right. 

MR, STEWART: Whereas, you are suggesting that 
it should be 100 per cent of total producing profits? 

MR EWENS: That is right, 

MR, STEWART: And you think that your proposal 
would come, on balance, work out to substantially the 
same overall result as the present American rules? 

MR, EWENS: We believe very roughly so, M. 
Stewart, Our experience has indicated that in the Unite 
States the 27% per cent on growth works out actually at 
something approaching 25 per cent, 

MR, TWAITS: Our views in this regard, Mr. 
Stewart, evolved over a long period of time, I think 
one important factor in consideration here is to 
eliminate the administrative headache, in the property 
or loss treatment in the United States. 

MR, STEWART: That is why you suggest the over- 
all computation, as opposed to property? 

MR, TWAITS: Yes, and we think this is roughly 
competitive, 

MR, STEWART: I appreciated that you considered 
that, because you expressly say thet your 25 per cent wil 
work out obviously very similar to the 274 per cent, 

I was not sure that you felt that your limitation would 
work out in approximately the same way as the present 
American limitation. 


MR, EWENS: This would not give the Canadian 
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industry the benefit of the allowance as in the United 
States, because they can actually create business losses 
in the year. Here we are proposing that you should not 
be able to do that, 

MR, STEWART: Coming up to the 25 per cent,you 
say in paragraph 33 it would in the case of most tax- 
payers be equivalent roughly to 33 1/3 per cent of 
production income. Would it be correct to say that 
33 1/3 per cent of net income equals 25 per cent of 
gross, if 25 per cent of gross income is spent on 
exploration and drilling and acquisition items? 

MR, EWENS: This was our basic assumption. 
Obviously it varies with every corporation. We made 
the basic assumption that on average a producing company 
might spend something like 25 per cent of its gross 
income on deve lopment or operating expenditures. On thi 
assumption, 25 per cent of gross would be roughly 
equivalent to 33 1/3 per cent of net income before 
deduction of exploration items. 

MR, STEWART: Then would it follow that if the 
proportion of gross spent on this particular type of 
thing exceeds 25 per cent, your basis then would be 
more helpful to the particular company than the present 
basis? 

MR, EWENS: Yes. 

MR, STEWART: Then of course you impose this 
limitation of 100 per cent, 

MR, EWENS: Yes, 100 per cent producing profits. 

MR, STEWART: I think that if we look at this 


pamphlet again at page 271 there is a chart, chart 1, 
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which would seem to indicate that 25 per cent of the 


gross, subject to that limiation, is more favourable than 
the present allowances if the percentage of the gross 
which is spent on section 83A items runs from 25 per cent 
to 75 per cent. Is that your understanding? 

MR, EWENS: That is correct, 

MR, STEWART: Therefore, if this change that 
you suggest were made, there would be an incentive to 
companies to expend between 25 per cent and 75 per cent 
of current production income on Section 83A expenditures, 

MR, EWENS;: That is right. 

MR, STEWART: Now, would you comment on this, 
which I find difficult to work through in my own mind. 
What effect does this have on a company which has a 
large backlog of exploration and drilling expenditures, 
Section 83A expenditures, which will take it in the 
ordinary course several years to work off for tax 
purposes? 

What I am asking in substance is, I think, this. 
Is that company affected by the change more than a 
company which starts off in what one might call a current 
position, that is, a company which has no backlog of 
Section 83A expenditures? 

MR, EWENS: The company you are referring to 
would be in no worse a position than it is in today. 

It would retain the position it has now in connection 
with drilling and exploration expenditures and the 
right to carry these forward until it has sufficient 
income to offset them; but it would realize that, as it 


acquired producing revenues and became successful, it 
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would qualify for the same depletion allowance that we 
have illustrated here, 

MR, STEWART: The point has been made in the 
United States, Mr. Ewens, I believe, that percentage 
depletion may not help a small man a great deal until 
he can get himself on an established production basis, 
at least when the percentage depletion is subject toa 
profits limitation. Would you care to comment on that? 

MR, EWENS: Well, on a percentage of profit 
basis, depletion can be of no assistance until there 
is -aror ofits: 

MR, STEWART: So that the small man, particularl 
the small man who is getting started, is not going to 
benefit oe that particular allowance for some time; 
but of course I suppose this is equally true of the 
present Canadian pn decdeoe 

MR, EWENS: That is right. 

WR, TWAITS: Yes, that is right. 

MR, STEWART: Now, in paragraph 34 and 36 you 
compare in certain respects the American tax position 
and the Canadian tax position. 

In paragraph 34 you say that United States 
companies, through a combination of consolidated tax 
returns and more adequate depletion provisions, are able 
to use United States tax savings to carry out exploration 
programs in Canada at lower cost than if the same 
operations were carried on by Canadian companies. 

Then in paragraph 36 you deal with the American 
foreign tax credit situation. Do you know whether these 


particular features of United States tax law are currentl 
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under review in the United States? 

MR, EWENS: What do you mean by "under review"? 

MR, STEWART: Well, do you know whether it is 
currently being suggested that American law be changed 
in these respects? 

MR, TWAITS: It is constantly being suggested 
or under review. 

MR, STEWART: You mean these particular tax 
features? 

MR, TWAITS: Not only these but a host of 
others connected with the petroleum industry. 

MR, STEWART: In paragraph 37 you say that 
Canadian tax laws clearly favour the development of 
Canadian resources by United States companies. I would 
like just to canvass that with you and put certain 
propositions to s60etn that regard. 

I take it that you would not suggest that, unde 
our present Canadian laws, there is any discrimination in 
favaur of American companies as opposed to Canadian 
companies? 

MR. TWAITS: Wo, sir. 

MR, STEWART: Then you do make the point that 
the Canadian rules as to depletion are not as favourable 
as those in the United States. But are you basically 
suggesting then, that we make our Canadian depletion 
rules more favourable to Canadian capital. I do not mean 
that in a discriminatory sense, but I mean more favourabl 
to capital generally. In other words are you asking us 
to approximate the Canadian rules to the American rules? 


MR, TWAITS: That is exactly what we are saying, 
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Mr. Stewart, We believe that the depletion as it has 


been attributed in this country, has not done its job or 
acted as the proper incentive and this is open to 
everybody on the basis we are suggesting, 

MR, STEWART: Then I would like to discuss 
with you the general rule of depletion in the petroleum 
industry. You have made it clear verbally this morning 
that you think it should be treated as an incentive 
provision. In the early part of Part B of your brief 
you suggest other arguments for a depletion allowance. 
I refer in particular to pages B7 and B8. In paragraph 
17 you say that initially the allowance recognized the 
exhaustible nature of certain natural resources and 
the equity of recognizing a tax free return of the 
capital represented by those resources. Then it came 
to be recognized that the funds made available could 
be used to replace the depleted resources with new 
discoveries. 

At the bottom of that page you refer to 
the defence factor. 

On page BS you refer to depletion in relation 
to conservation practices. 

In order that we may have this established 
again, in a consideration of depletion generally, let 
me put this hypothetical case to you. Take a company 
which is starting in 1963 in this industry in Western 
Canada. Are we in this position that it can recover 
its exploration and drilling expenses and its acquisition 
costs under Section 83A completely, so that any 


depletion which it attains or is allowed is over and 
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above the amount of those particular expenditures and 
that it is also in the position that, if it is fortunate 
and achieves substantial production, it can, through the 
operation of the depletion allowance, recover several 
times what it has invested in the properties and in 
exploration and drilling expenditures? 

MR, TWAITS: If it stops exploring, Mr. Stewart? 

MR, STEWART: Subject to that -- it is in the 
position that if it continues to explore its recovery of 
depletion is deferred? 

MR, TWAITS: That is right, 

MR, STEWART: Now, as you know, there has been 
eriticism in the United States at any rate in recent 
years of depletion in the petroleum industry. What [I 
would like to do, if I may, is mention certain points 
which I understand have been raised in the United States 
and which may or may not be relevant in Cansda, so that 
you can indicate whether or not you think they are 
relevant and whether or not you think they are valid. 

My first point takes me back to some of the 
earlier discussions this morning. You were indicating 
that you considered that the rate of return on equity 
capital in Canada at the present time may be running 
in the general neighbourhood of 7 to 9 per cent after 
tax. 

I would like to ask you whether this general 
return, this general area of 7 to 9 per cent is 
applicable to the petroleum industry as well as to other 
industry. 


I think I should explain, before I put the 
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Question to you, that if the net return in the petroleum 
industry after tax is in the same general area as the 

net return in other industries, does it not follow by 
virtue of the existence of the depletion allowances that 
the pre-tax return in the petroleum industry is lower than 
the normal return in industry. 

MR, TWAITS: Yes, if your question presumes that 
we are receiving Gepletion. Again we are talking about 
the industry as a whole. I do not think you can make a 
general assumption like that, 

MR, STEWART; Mr. Twaits, I understand that the 
number of companies in Canada which up until now at any 
rate have been able to take advantage of the depletion 
allowance in the petroleum industry is quite limited, [I 
am not asking you to identify companies which have or 
have not, If in this regard there were a distinction, 
for example, between the integrated companies and the 
straight exploration and production companies, and if 
the integrated companies as a group may have had some 
benefit from the depletion allowance, then in those cases 
if the after-tax return is at the normal rate for 
industry generally, would it not follow that the pre-tax 
return would be less? 

MR, TWAITS: As a mathematical factor I would 
agree with the arithmetic, 

MR, STEWART: Then what would you say about this 
point, which I think has been made in American literature 
and hearings and so on. If a depletion allowance is 
being granted to an industry where the pre-tax return is 


less than normal, the question arises whether there is 4 
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mis-allocation of our overall resources and a question 
whether the depletion allowance should be removed so 
that the applicable resources would be available to 
industries which produce the higher pre-tax return. 

MR, TWAITS: That is quite a question. There 
is undoubtedly an awful lot of dialectrics in this 
question of depletion -- which, by the way, is not 
restrained to the oil industry. 

There are many other industries enjoying 
depletion, 

I would like to start out, first of all, by 
saying as categorically as I can that there is no 
question in my mind that the depletion rate is largely 
responsible for world-wide development of oil resources 
and it has been of immense value to the western world as 
well as to the companies involved. 

Secondly, you cannot divorce this question of 
depletion in the United States without taking 2 look at 
the western hemisphere corporation and various other 
devices which are incentives to foreign ventures and so 
on. 

In our case we could back down to the fact that 
we are living in that kind of 2 competitive atmosphere 
in which the whole world price structure reflects this, 

As to research allocation, I do not think I 
want to get into an argument about that, because there 
is a balance of notes but I would like to point out the 
experience of our own company, if it may serve to put thi 
in proper focus, if this is the appropriate time to do 
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MR, STEWART: By all means. 
MR, TWAITS: In all the pre-western development 
there was not a question in our mind that we would have 

depletion on a property by property basis. We were 
shocked when it was interpreted the other way. Now we 
have, as you know, tested this in the courts and in other 
ways. I believe our shareholders in all this time 
have only been entitled once to shareholders depletion. 
The problem facing us is as simple as this, and I have 
got down to a few technicalities, You have used the 
example of somebody new going out into the industry. 
You do not start and explore by just forming a company. 
If you are going to find an oil reserve or a gas reserve 
in this country, you need great big exploration efforts, 
what we call a primary explorer who opens up new areas, 
and he does not do this with a few people or a couple of 
geologists. It is an amazing effort. There is then 
the secondary part of the industry which explots and 
does further exploration. 

Our problem is simply this, and I think it is 
typical of other companies. Ours perhaps may be a littl 
more unique in the way of background. We have the 
problem of carrying largescale multi-million dollar 
exploration company which consistently costs us 674 cents 
in the dollar, yet by all the standards we know -- 
national, provincial and in every other way -- the 
country needs this largescale effort; because we know 
that what you have to do in this game is explore, it is 
a consumable commodity. Therefore to put it bluntly, 


I am not interested in the wefare of people who can buy 
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oil shares and gain depletion, the fellow who will hunt 
one year and does not hunt the next year, I am intereste 
in preserving the industry, one that is actively 
developing new resources. This is not a political speech 
I am trying to make the point clear that there are all 
kinds of people in this thing. 

MR, STEWART: What I am trying to do of course 
is to get your approach to some of these questions which, 
as I say, have been raised. I am sure that implicit 
in what you have just said is the proposition that this 


is a high risk type of operation which you are engaged 


MR, TWAITS: It is a high risk but it also need 
skilled people, It is not a question of sending out a 
few prospectors. 

To answer your question more specifically, sine 
1928, to my certain knowledge, depletion has been under 
fire in the United States, I believe it is correct that 
the House Committee has thrown out a lot of these 
proposals. Whether there will be a change or not I do 
not know but it certainly has survived a long stretch of 
test of time. 

MR, STEWART: One of the propositions which I 
think has been put in the United States on this high risk 
aspect is of course that granted the petroleum industry 
or the people who are engaged in serious exploration are 
engaged in a high risk industry, there are other high risk 
industries as well. Some of them, it has been suggested, 
are the electronics industry, the atomic energy people and 


even such industries as the automobile industry would no 
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wish to be regarded, by those engaged in it, as a high 
risk. These other high risk industries have not got 
this particular tax benefit, Therefore, the allegation 
is that this depletion allowance, which is unquestionably 
an incentive, is a very real preference to the petroleum 
industry and the other extractive industries, 

MR, TWAITS: I think that our view on the oil 
industry in these days of technology is a relatively high 
risk one and that it occurs in particular in corporate 
income tax and special allowances and a variety of things 
which affect all industry. 

The fact is that we have chosen and are living 
in an atmosphere in which depletion is a recognized tax 
factor. In those industries we have to go out and 
search for the raw material. That is the kind of 
atmosphere we are living Lm.. 

MR, STEWART: Let us consider what the allowance 
should be. In the American discussions, a number of 
alternatives to the present system were put forward. I 
am conscious that these should be looked at in the 
Canadian perspective. The Canadian perspective appears 
to be that the industry can recover its costs of 
acquisition now and its exploration and drilling 
expenditures as a deductible expense and that it also 
has this rate of depletion. 

One of the suggestions which has been 
developed in the United States is that the allowances 
should be limited to cost, but on the basis that there 
might be a fairly rapid write-off of cost, that would 


not appear to be particularly appropriate in Canada 
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because the cost is obtained anyway under Section 83A, 

Another suggestion which has been made, 
however, and I was interested to see that on page B13 
of your brief, a somewhat similar thought was expressed 
with regard to exploration costs, A suggestion which 
has been made in the United States is that the maximum 
amount of depletion which should be permitted would be 
a particular percentage of cost. If at random we take 
a figure of 200 per cent, so that there is a distinct 
incentive element, the application of that in Canada 
I suppose might be that you recover what you are 
permitted to recover under Section 83A and that a 
depletion allowance might be limited to an equal amount. 
Therefore in one way or another you get 200 per cent 
of cost. Now whether it is 200 per cent or some other 
percentage, what would you say as to the fairness of 
some overall limitation on the amount that can be taken 
by way of depletion? 

MR, TWAITS: There are possibly two or three 
answers available here, Mr. Stewart. I would like to 
make a request to be allowed to digress for one moment. 
In one assumption you get 100 per cent of acquisition 
and drilling costs and you refer and go back to the 
fact that they have to capitalize. I think we should 
realize that this is only a time factor, that there is 
a difference between one year and another. I think you 
have to take the position that by and large we find we 
have to take it on the lowest U.S. basis, no matter what 
way it is, because there are going to be differences in 


translation and so on. What we have proposed here is, 
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we think, roughly competitive, If they go to take some 
other limitation, and they have a lot of other problems, 
I am afraid I still have to take the position that we 
have to find some way of being just as competitive, but 
I cannot measure it unless one can see it in an exact 


form, 
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MR. BARRETT; I am just worried, Mr. Stewart, 


Ya 


AE 


that you are getting into the area where exploration and 
drilling expenditures affect depletion. Then, if you 
are putting. one against the other, you are into a 
depletion @aloulation that is not an incentive to explore 
which is what it should be. 

oR, STEWART: I think I would quite agree of 
course that one has to look at this picture overall, that 
you have to take into account both the exploration and 
drilling end of it, and the land acquisition end of it 
as well as the depletion. If you assume that the 
objective of our tax system in relation to the petroleum 
industry, or one of the objectives, should be to permit 
the recovery over a reasonable period of reasonable costs 
and also provide an incentive, then I think what we are 
talking about now is the quantum of the incentive. As 
I say, I am referring to points which have been raised 
elsewhere and I am trying to get your reaction to them, 

MR, TWAITS: I knew you were trying to get 
at the quantum aspect. I think that the only real 
reaction I can give to you is that there are many other 
complicating factors in the United States law and in the 
United States situation. It would be quite possible 


to argue in one case that if the present 27% per cent 
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of growth, 50 per cent of net, is substanially reduced, 
it would in fact reduce the inflow of money into 
exploration of oil in the United States, 

On the other hand, as to the degree to which 
you do that, as far as we are concerned here we have to 
take the position that our main concern is to be 
competitive, Now, as to putting that in quantum terms, 
I do not know. Perhaps if they changed their act to a 
15 per cent growth, it might be okay, but it might not 
be: 

MR, STEWART: In the United States as you 
no doubt know, it has been suggested that 25 per cent 
might be reduced to 15 per cent. It has been suggested 
that the net income limitation might be reduced from 50 
per cent to 25 per cent or 30 per cent. It has also been 
suggested that there should be varying rates of depletion 
for large and small producers. I note that Mr. Twaits 
shakes his head about that. 

MR, TWAITS: Both suggestions are not new. 
From my knowledge, this has been going on for twenty-five 
or thirty years and legislation has stood this test of 
time, for good reasons, that some of the proposals are 
administrative monstors. 

MR, STEWART: Another suggestion of course is 
that this particular preference to the petroleum 
industry or the extractive industry should be taken out 
of the tax field altogether and that corresponding 
provisions be made in some other way. 

MR, TWAITS: As a personal preference, I would 


much sooner have it a matter of tax law than have what 
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I think you refer to, a subsidy or something of that kind. 


THE CHAIRMAN: Before you move away from 
depletion, I have a series of questions. What the 
country gets for the tax concessions by way of depletion 
is presumably more exploration than would otherwise 
occur, That is the purpose of depletion. Now, if I go 
to your graph, you show that there has been a deficit 
from 1947 to 1961 of #1,800,000,000.00 or thereabouts. 

I do not for one moment think that your industry hes 

lost money. It has gained discovery. The reserves have 
increased and that is where this money has been spent. 

I would estimate that the reserves have gone up enough 
from 1947 to 1961 to take care of th huge expenditure 
here and 21so make a profit. That is correct, is it not? 

MR, TWAITS: No, no, not an industry profit, Mr. 
Chairman. 

THE CHAIRMAN: I am sorry. That is not so? 

MR. TWAITS: I do not think we can give you 
exact figures. For last year, 1962, we cannot give 
you profits, but last year was the first time that the 
cash income exceeded outflow in the western Canada 
exploration and producing field. 

THE CHAIRMAN: That does not mean very much --- 

MR, TWAITS: Everyone is in a different position 
and we can only estimate the gross: income. 

THE CHAIRMAN: The only point I was making was 
that there has been a pretty substantial increase in 
the reserve and, as you point out in paragraph 27, it 
is very important to have a substantial increase in 


exploration activity for oil, and that reserves mean 
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development, to meet the demands in the seventies. Is 
there a serious threat that we are going to run out of 
oil? 

MR. TWAITS: No, that is not the point. There 
is far more oil in the world than anyone would have 
thought a few years ago. What we are saying is that we 
require largescale exploration to exploit this fully. 

A barrel of oil in the ground now is not worth very much 
twenty years from now. Your objective is to explore for 
sale, 

By the same token, the reserves that have 
accummulated in this must support a consumer rate of 
roughly 800,000 barreis a day. That is not all crude 
oil. The point I am making is that we must support a 
great reserve effort, to support the production rate we 
have now, plus the norma growth of the market over 
the next ten to twelve years. Behind that we have a 
number of other hydrocarbons if they are economic, 

THE CHAIRMAN: Then I take it in the national 
interest there should be the greatest accent on 
exploration. 

MR, TWAITS: Yes, I think you have the example 
of the western provinces making every effort they can 
today to make changes in their regulations. They are 
active in Saskatchewan and Alberta to encourage more 
exploration, 

THE CHAIRMAN: Could we not relate the matter 
of depreciation more closely to the amount of exploration/ 
I have not heard a formula which does it very closely, 


although the one you have suggested comes more closely 
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than what it is now, Could we not devise a plan whereby 


the larger the portion of one's income spent on 
exploration the more depletion the man secures. For 
instance, if he does no exploration he gets no 

depletion, starting at one end of the scale; if he 

spends 50 per cent of income on exploration, he gets 

50 per cent depletion and therefore pays no taxes, It 
could be graduated in between, Would that not be the 
best way -- to relate depletion to incentive exploration? 

MR, TWAITS: I have a view on that but I would 
like you to hear some of my colleagues, 

MR, BWENS: I think a move of that kind 
eertainly did take to all members of the industry how 
they spend their money. It does not suit everyone. 

THE CHAIRMAN: This is expenditure for the 
nation, in the national interest, I have been told that 
the national interest is best served by exploration. 

MR, EWENS: By this method you would cut 
depletion away from the company that has explored in the 
past, 

MR. TWAITS: You have all kinds in the 
program and it would be difficult to administer, Even 
more than that, if you had some scale of this kind you 
might find yourself simply inflating your exploration 
costs and not contributing more to the effort 
proportionately. 

MR, HAMILTON: In reality,quite frequently 
you can only spend so much on exploration in any 
particular year, because you have not either the 


personnel or the land acquisition and you might very 
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1 well throw the money away. 


2 THE CHAIRMAN: If you did, you are going to 
3 lose some of it yourself. 
4 MR, TWAITS: We would be most happy to explore 


5 that a little more, if it would be of any assistance 
6 to you. 


7 THE CHAIRMAN: It seems a logical approach to 


8 2 he You tell me that the most important thing is 

9 exploration and you think this the most incentive to 

10 good exploration. Why not relate the two? 

11 MR, TWAITS: I think our real answer is that 
12 there are so many entities, so many different positions. 
13 Our second answer is that it might simply tend to 


14 inflate the expenditures without doing what you want to 


15 do. 

16 THE CHAIRMAN: I must say I have not tried this 
177 out on my staff and I am speaking on my own. Perhaps 

18 it is quite impracticable, but it seemed to me a 


19 perfectly logical answer to what you say. 

20 COMMISSIONER GRANT: There is a point which I 
21 would like to have clarified before you move to another 
22 Topic. 

23 If the laws were to be changed as you advocate, 
a percentage of depletion would be taken from the gross 
profit before the deduction of the expenses permitted, 
and costs incurred under Section 83A, then relating that 
to the straight exploration company, I understand that 
you would not permit that 25 per cent depletion to be 
used to set up a business 10SS., 


Therefore would you not be putting your 
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1] Canadian company that had no surplus or no cash position, 
2]) no profit position, at a disadvantage to the American 

3|| combine? 

4 MR, EWENS: It would be at a lesser disadvantage 
5] than it has today, because it would have a prospect if it 


6] became successful of having a more adequate allowance than 


7) it has now. 
8 COMMISSIONER GRANT: If it were not permitted to 
9| set up a business loss, then until it acquired a profit 


10| it would be a straight expense for which there is no 


11] recovery. Would that not prove a disadvantage to 
12| exploration in Canada? 
13 MR. BARRETT: Mr. Commissioner Grant, the 
14) drilling and exploration cost would still be carried 
15|| forward from year to year, with no five year limitation. 
16 COMMISSIONER GRANT; But with no depletion. 
MR, BARRETT: No depletion. 
COMMISSIONER GRANT: Which still puts it at a 
disadvantage. 
MR, BARRETT: My answer, like that of M. 
Ewens, is that it is a lesser disadvantage. 
MR. TWAITS: I would say it is substantially a 
lesser disadvantage, if it is going to keep on exploring. 
COMMISSIONER GRANT: I was concerned about a 
group that might decide to get into this business as a 
new organization. They would say: "What is the use, 
there is not much point in getting into this because 
we are under a disadvantage in that all we are going to 


be allowed is depreciation. 


If we don't find anything in the 
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first number of years, we are only going to be allowed 
our actual cost Plus depreciation on capital. 

MR, TWAITS: Is that not a question of the 
gamble of setting up that group. Are we talking about 
two different things. If this company goes into the 
business of exploration seriously and with a prospect of 
getting the business and producing oil, and it is better 
off today under our suggestion than it was before. Now, 
whether it has any limitation on selling on a tax loss 
basis I do not know, I do not think we could answer 
that. 

COMMISSIONER WALLS: I would like to ask one 
question, which is not on the same topic. How many 
proved wells have been capped in northern areas probably 
purely because they are less profitable to exploit at 
the present time than some of your other resources? 

MR; TWAITS: Our definition of north is rapidly 
lessening in value, There are production wells right 
up into the lower part of the Northwest Territories and 
we operated a field and refinery at Norman Wells in the 
north near the Arctic circle, There is exploration going 
on at Norman Wells and right up to the Arctic. There 
is at Norman Wells one discovery which I do not know is 
commercial or semi-commercial at this point. There is 
not to my knowledge any test well which has shown any- 
thing except interest in the Arctic, 

COMMISSIONER PERRY: I have a point to raise, 
Which is not my point but a point raised at the Gordon 
Royal Commission. It is this point of the processing 


and marketing profits for a depletion allowance. 
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1 I happened to pick up my copy of the preliminar 
2) report. Ido not suppose the final report made much 

3] change. |,0n reading it, I find they did stgpéest>the idea 
4| of a gros8h depletion rate, They did “Bo°3 partly to 

5 eliminate any advantage, which they call a considerable 

6| advantage, given to the large integrated companies, by 

7|| the inclusion of refining and marketing profits. 

8 Then they go on to cast some doubt as to the 

9| validity of this inclusion in any event, 

10 I have just a couple of questions. First of 
11 all, is it true that the depletion based does include 

12 this? Do you have any comment on the comments of the 
13) Gordon Commission? 

14 MR, EWENS: I wonder if you would repeat your 
15 first question . 

16 COMMISSIONER PERRY: Is it true that the base 
17 for depletion allowance includes, in their words, income 


frémorefiining and marketing? 

MR, EBWENS: No, that is not correct, 

COMMISSIONER PERRY: You are saying that this 
document is incorrect? 

MR, EWENS: No, we are saying that you do not 
get depletion on marketing profits. 

MR, TWAITS: We only get depletion on the 
profit determined from our producing operations. That is 
Sil, 

COMMISSIONER PERRY: Production and income 
costs? 

MR, TWAITS: Yes. 


COMMISSIONER PERRY: Then I have to go back to 
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1 school and learn how to read. 

2 MR, TWAITS: As a matter of fact, Mr, 

3 Commissioner perry, I find that section very difficult 
4/ also, and while it has general support for the idea of 
5| depletion allowance, I could not understand the 

6 reasoning. 

7 COMMISSIONER PERRY: What then does it mean? 


8] It says in effect that an integrated company that 


9| obtained a depletion allowance on their proportion of 


10| profits earned on the oil -- this is all on the 


41| argument that income from refining and marketing is 


12 included. Would this have been true in 1956? 
13 Mm, TWAITS 2 No, at no time. 
14 COMMISSIONER PERRY: Was there litigation 


15 pending on that particular point, on the allocation of 
16 profit as between the different phases? 

17 MR, TWAITS: There was never any problem in 
18 that, because there was a clean break in posting the 


19 prices at the wellhead. 


20 THE CHAIRMAN: It is computed on your wellhead. 
21 COMMISSIONER PERRY: Someone appears to have 

22 misunderstood something. Then the next question I 

23 have does not follow, because it was a comment on this 


practice. 

MR, TWAITS: No. 

MR, HAMILTON: The only thing I can possibly 
think of is thet if you have income from other sources 
that you can deduct expenses, but it hes nothing 
whatsoever to do with depletion. 


COMMISSIONER PERRY: I will read this again 
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carefully but I think that in the points I have quoted 
to you -- and I think Mr. Twaits agrees -- there is an 
application there, 

MR, TWAITS: I am familiar with that and was 
not able to find out why it was put that way. 

COMMISSIONER PERRY: I think this is the 
product of a couple of fairly distinguished chartered 
accountants, none of whom are on tHhS Commission. 

MR, TWAITS: We would be very happy if there is 
any other question, to prepare data and send it in to 
the Commission. 

MR, STEWART: Yes, we may get to that point, 
but there are two or three matters to which I would like 
to refer briefly now. The first one arises from page B10 
of your brief and in particular paragraph 24 on that 
page, where you refer to the fact that between 1947 and 
1962 there have been expenditures amounting to $6 billion 
and recoveries in effect of $4.1 billion, so that $1.9 
billion is still to be recovered in production. 

I have a series of questions there which I 
could put to you together, 

I take it that some of the $1.9 billion will 
ultimately be written off under Section 83A, that some 
of it is presumably lost for good, because the companies 
which incurred it may have disappeared from the scene. 
What I would like to do, if possible, is tie your figure 
in with a couple of figures which appear in this oil and 
gas pamphlet which I heve referred to. In that pamphlet 
on page 197 in the second paragraph there is a discussion 


of the amount of bonus and acquisition costs which has 
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not been recovered up to 1960 and it is suggested, and this 
is purely an estimate, that the figure might amount to 
$500 million. 

Turning over to page £90 of the pamphlet, there 
is another suggestion or another estimate, in the third 
complete paragraph on that page, which is that $1 billion 
might have been expend2d up to that time on cash bonus 
payments, of which perhaps not more than $100 million had 
theretofore been recovered by way of depletion. 

As matters now stand and as I understand it, 
these pre-1962 bonuses and land acquisition costs remain 
to be written off through depletion. If we are consid- 
ering any change in depletion allowances, it seems to me 
that there is a figure here which is very material. Zz 
wonder if you could comment yourselves on the amount that 
may be involved, the amount that couid not be recovered 
under Section 83A and which still remains to be 
recovered by the industry as a whole through depletion. 

MR, TWAITS: Mr. Stewart, I think it would be 
impossible for us to get that figure. It is only 
recoverable through depletion if they are successful. 

It depends on the company, the property and the history. 
I do not think we would have any sort of estimate. Do 
not forget that the figures on 24B(10), that is, $6 
billion and so on, are gross numbers, including 
everything. However, here in the tax foundation 
pamphlet they are talking about bonus payments only, so 
it is only a portion of this. I do not think we can 
say that there is even $1.9 billion which reflects cash 


income and outflow. This is the only way we have to 
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measure it. We do not know, That position will be 


undoubtedly much worse than it is, I mean, in terms of 
numbers, but I am afraid we could not say that so much of 
this is possibly recoverable from depletion and so much 
is possibly recoverable from Section 83A. 

MR, BARRETT: Mr. Stewart, this would be land 
acquisition costs other than bonus payments to provincial 
governments, is that the figure, prior to April? 

MR, STEWART; I was trying to see if we could 
establish a figure of cost which [I think would primarily 
be bonus payments incurred before the 1962 amendments 
came in and not recoverable under Section 83A and which 
remained to be absorbed through depletion. 

MR, TWAITS: Would you let us take a look at 
that, I do not think we have a chance to do so now, 

MR, HAMILTON: We do not really know the tax, 

We would need to know the tax position of every company. 

MR, STEWART: I am not as concerned with whether 
they will ever be recovered through depletion as I am 
concerned with knowing the magnitude of the problem. If 
these were expanses which were incurred while certain 
depletion rules were in effect, then if ultimately the 
Commission is reviewing depletion rules and the whole 
question of depletion, there is a built-in problem there 
which should be taken into account, 

MR, TWAITS: Are you concerned as to the 
impact also on revenue? 

MR, STEWART: In the pamphlet here, in the 
second place that I referred to, it is pointed out that 


if there is a problem amounting to $1 billion, then in 
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order to recover this through depletion on the present 
rules, you have to have 33 billion of revenue, without 
taking anything into expenses, without taking any expense 
into account at all. Therefore, there is quite an 
amount , And therefore I think the effect on revenue is 
certainly material. 

Now, if I could move on to another point 
altogether. In due course we will have before the 
Commission representatives of some of the non-integrated 
companies. For that reason I would like to get your 
reaction, if I may, to the proposition that the present 
tax rules disciminate in favour of the larger integrated 
companies as opposed to the non-integrated companies. 

The reason for this suggestion, as I understand 
it, are that the integrated companies are in 2 position 
to set exploration and driliing,and now land acquisition 
costs, off against non-production income, and that that 
advantage is material in several respects, 

In first place, it permits the integrated 
company to absorb its exploration and drilling expense 
and now its land acquisition costs, at an earlier stage, 
Certainly, it permits it to set that type of expense 
off against income other than production income. 

It is also suggested I think that this permits 
the integrated company to obtain depletion at an earlier 
Stage than the non-integrated company. Perhaps you 
might care to comment on these particular propositions. 

MR, TWAITS: Aside from the technical points, 
Mr. Stewart, I find it very difficult to see where the 


fact that one operator -- let us leave out the word 


anaes 
si a mis 


= 


Prats} w emueievetn gud tebe oviadi 
s9QES Ye antwet uods in “epensgxe” sant’ "Hee 
pe etiup sf pved? ,etotaged? vile ts° snntakh 


Y guperon oo footie giv Satna seoieredte bal % 
—  (fetwéam yints 
antoq 2aitore of ao) avom hinoo T Th, won 

aft sso ted eved ffhw ea) sesroo 60P ai . Ted? 93¢ 
folticaetni-tos wf? Ta egoe 26 nevraiedaeceagn2 nozeel 
wey ¢eyo@ Hill bigow Zz: noeees att 2OU ©. eet tne 
Squ7em of J ads saiaianhinae ane 67). com 23h, ,ootsae 
betatgeeat teytat 22 Jo wnownT ela antwrearb aglvd 
-Eelagaymoc ieewngnei-wee and of HeGOIgo ep esineeqer | 

yreteariian L a2 ,oottewgued aide’ toh aoeee2 ofT 
colSiaag « at sta apiegaggoo Ootetgetat Oa Jere nx’ 2S 
woLelalupen Oial wor bine, swktteab bet toltensiqnue Fon roe 
yada -@aeft baw ,omoenl ao,sonbotg-non tynileg? VIO ,aeeee | 
,etoogast Ceseveorn2 [elesies as 9945 qe"RE 

bee etnwi nt 8a3 xitakigies (sosigq peat at i 

oairages gallilsh bas ‘feliaweaqne aos droeda o? TiregsaeG 
mete geilens oe te! etaedsinoltreivpse® Sane er #0 Cate 
Hansqat le soy? Zand 394°0F a nvimteg 3h ,eialetaap 
. mood! nateasteus nest? vedio eeonnt tantey* Bho} 

73 fn sq nia? tag? sara? T Setesggue osla ef 92 
“situs qe Je abtsotgeb @lasdo ot  Taeqmve Lat ery sett mir 
soy enenie4 gneqeae GeteTQetat-nod sf? ned? eget 
Lonct@Dencen saluotstsg seed? ap Paenage of ete0 
_ufateg Ivctatte:? sd? woxt ebspaAe* SERLANT mM 
add suede 904 of Sloot TREO gree 22 bat? 7 (4200086 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 3765 


integrated and simply say an operator -- starting out 
with some income against which he has been charged 
section 83 expenses, has an unusual tax advantage over 
somebody who starts a company fresh and has to raise 
capital to do exploration. 

Now, this is a fact of life, I guess, in every 
business there is. It is not a question of discrimination 
in favour of integrated companies as opposed to independen 
companies, It is simply a question that if one fellow 
has income to start out in a business, in an enterprise 
of any sort, then I am sure he is in a little more 
secure position to start than the fellow who has to go 
out and raise money. 

MR, STEWART: Mr. Twaits, if the object of this 
exercise is to encourage exploration, do the critics of 
the present situation not go one step further and suggest 
that this deduction should be permitted only against 
production income? 

MR, TWAITS: I Suppose there has been recent 
amendments, 

MR, STEWART: In 2 sense that land acquisition 
costs are also deductible. 

MR, TWAITS: No, that you can deduct those 
expenses from other operations, mining companies, pipe 
line companies and so on. 

MR, STEWART: But are not the rules as regard 
corporations and syndicates, which the principle business 
-- or the sole business in the case of syndicates -- is 
in the petroleum field -- the rules for that type of 


taxpayer are still different from those which pertain 
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to other taxpayers. 


MR, EBWENS: I agree Mr. Stewart that, as Mr. 
Twaits says, this gets back to investment decision. The 
company that is the sole producer, if it acquires any 
other source of income, can charge exploration expenses 
against it. It is a decision making process, whether 
you want to start off in the service station part of 
the business or in the producing part, 

MR, BARRETT: Another partial answer is that 
this so-called advantage -- for the moment say it is so -- 
only lasts until a producing revenue profit or integrated 
company catches up with its drilling and exploration 
expenses and then it is on the same basis as a pure 
producer, with all its expenses deducted from pure 
producing income. So it has a temporary advantage, if 
it has one at all. 

MR, STEWART: I can see that, Mr. Barrett, but 
a& the same time I read here that the number of 
production companies which up until now had been able to 
take advantage of the depletion allowance is extremely 
restricted. 

MR, BARRETT: That is correct, 

MR, STEWART: In other words, when these 
additional reserves are produced this situation may arise, 
but a production company that has been in business for 
the last fifteen years and has not been able to take 
advantage of depletion so far, may feel that it is having 
to go quite a long way. 

MR, HAMILTON: What is the difference between 


deduction from income and going out and borrowing capital 
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that you put into the business. There is no reality 


an, 36. You are in effect borrowing the income from 
another phase of the business and deducting your expenses 
from that. Ido not see how this is discrimination. 

MR, STEWART: I would like to think over that 
point. That is a new approach. 

Mr. Chairman, my time is running out. As 
regards Part Cc and Part D of this brief, they make a 
number of interesting points. I think the points are 
clearly expressed and that they will undoubtedly 
receive of the Commission and its staff. 

There is one subject which I would like to 
refer to for a moment, if I may. 

In Part C, you deal among other things with 
GBhe taxation of cooperatives. We have recently been 
' eoneerned here with that particular question. You 
indicate on page C20 that you consider that patronage 
refunds should be deductibie only if they are paid in 
eash either entirely or to some extent. 

Now, I will deal with that perhaps on the basis 
thet where you say partially in cash you mean 
substantially in cash, because as I understand the 
practice at the present time there is ordinarily some 
cash distribution. 

The question I would like to put to you is 
this. If the constitution of a cooperative is determine 
under the statute which permits it to be incorporated, 
and under its by-laws, provides that in the payment of 
patronege refunds it is perfectly legal and permissible, 


if the cooperative in joint meeting so determines, to pay 
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part of a patronage refund otherwise than in cash, are we 
dealing here with a possible advantage of that particular 
form of business organization which the tax legislation 
should not interfere with? 

In other words, if you deal with an ordinary 
corporation which distributes its earnings to its 
shareholders by way of cash dividends, no doubt the 
management of some companies would be very happy indeed 
in the law permitted dividends to be paid part in cash 
and part in paper. This is more difficult at any rate 
than the case of the ordinary corporation. Here you 
have a particular type of corporate structure and the 
tax man interferes with it. 

MR, TWAITS: Mr. Stewart, in the first place 
I think 211 submissions with respect to cooperatives 
here is a liechuiédbereeéenition of the problem of dealing 
with it in a democractic society. Over and above that 
I think what we are really talking about here is the 
problem of business organization. This is what we now 
say is a form of business organization, with professional 
management and so on, that eas distinct from a standard 
business organization has great tax advantages, To me, 
that is the great problem. I say in our submission that 
we recognize certain problems and made certain 
recommendations. When it comes right down to that, 
we are talking about the cooperative form of business 
organization, in which one is not treated the same as 
the other. 

MR. BARRETT; Perhaps I might say that the 


tax laws being neutral, it would affect them all. 
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MR, STEWART: I quite understand saying that 
equality should exist, but I should have thought that 
the alternative argument in support of that, at any rate, 
would have been that the cooperative itself should be 
taxed in the same way as its competitor, its competing 
corporation, and what the cooperative did with its after 
tax earning was really immaterial. 

MR. TWAITS: I do not think it is, Mr. Stewart. 
I think we are getting into a discussion on double 
taxation and so forth, I do not see any difference 
between paying a dividend one way and paying it another 
way and I think the ground rules should be the same. 

MR, STEWART: Is not the basic point in 
supporting neutrality in this respect, that the 
cooperative should be subject to double taxation if the 
ordinary eorporation is? 

MR, TWAITS: Absolutely, yes. 

MR, STEWART: Then in Part D you suggest, as 
we indicated earlier, that there should be some provision 
for discussion of tax meesures between the Budget and 
the introduction of the tax legislation. Now, may I 
ask you simply this. So far as industry, or your 
industry, is concerned, is thet type of provision as 
important as one which would permit discussion of 
prospective budgetary chenges with taxpayers, prior to 
the introduction of the Budget. 

MR, TWAITS: I think they ~re both important, 
Mr. Stewart. I believe that it is incomprehensible to 
think that one or two people could put together 2 


federal Budget today, with 211 the factors involved. 
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Therefore, I am heartily in favour of consulting anyone 
who can intelligently contribute to it, 

MR, STEWART: Before the Budget comes out? 

MR, TWAITS: Before the Budget comes out, as 
to the achievement of objectives and the implementation 
of it, The second part we are talking about here is 
actually in the question of legislation. In 2 number 
of places in this country, we have in our industry 
excellent working arrangements with governments over 
prospective legislation, where it is pre-read, pre- 
discussed and examined, and an awful lot of potentisl 
dangers and troubles have been avoided. 

MR, STEWART: Then if we come to the point 
federally where the Budget hes been introduced and then 
there is this three week period that you suggest which 
begins to run. If a committee or group of the sort 
thet you have in mind were set up, do you contemplate 
Ghat it would address itself to any of these three 
things: 

First of all, the policy which is 

reflected in the Budget resolution. 

Secondly, the legislation implementetion 

of that policy. 

Thirdly, the technical or other 

amendments to the legislation which 

had not in fact been referred to 

in the Budget. 

MR, TWAITS: First of all, talking 2bout 
discussing Budget resolutions in pre-federal budget 


introduction, I think you are talking strictly policy. 
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MR, STEWART: But I am now addressing myself to 
the period after the Budget, 

MR, TWAITS: After the Budget. I have some 
question about discussing it, You are talking about 
when the resolutions are introduced? 

MR, STEWART: That is right. 

MR, TWAITS: I guess I am taking the same point. 
What I am trying to say is that discussing the 
implementation and discussing the policy are not things 
for the same group of people. In other words what I 
visualize is that the resolutions can be discussed with 
what are your objectives, what do they really imply, and 
gO on. Then, when this is thoroughly understood, it 
is then, when you come down to drafting legislation, 
that you need a different form of provision. 

VR. STEWART : In other words, you would 
contemplate that after the Budget resolutions had been 
introduced, a group could make representation about the 
policy reflected in the resolution and that another 
group could go ahead and make representations with regard 
to the implementing of the legislation. 

MR, TWAITS: That is right. But to go back, 
before the resolutions are introduced, a government 
ought to have eccess to anyone who wants to talk about 
them, 

MR, STEWART: My third question to you is this. 
After the post-Budget period, would this group, or either 
of these groups referred to, also be entitled to 
Suggest to the government representative that points 


which had not actually been covered in the Budget 
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resolutions or in the implementing legislation should be 
added. 

MR, TWAITS: Yes, 

THE CHAIRMAN: Gentlemen, this hearing is 
coneluded. The next hearing will be at 9:30 tomorrow 
morning. Thank you very much for your attendance this 
morning. It has been veryhelpful to us. Your excellent 
submission will continue to be studied by us and by our 
staff. 

MR, TWAITS: We would be very giad, sir, to 
give you any help we can. 


---Whereupon the Commission adjourned 
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Tuesday, October 8, 1963 


---Upon commencing at 9:30 a.m, 


THE CHAIRMAN: It is now 9:30, and I think 
we might start. 

THE SECRETARY: Good morning, Mr. Chairman and 
Commissioners, The brief before you this morning is 
being presented by the Canadian Protestant League. 
Representing this organization are three gentlemen; Mr. 
Leslie H,. Saunders, Past Grand Master of the Orange 
Association of Canada and Vice-President of the 
Canadian Protestant League; Reverend S. Wellington, 
Dominion General Secretary of the Canadian Protestant 
League; and Reverend W. S. Whitcombe, editor of the 
Protestant Actton,... and Past Dominion President of 
the Canadian Protestant League, 

Rev. S. Wellington will address initial 
remarks to this brief, which I now enter into the record 


as Exhibit No, 214, 


---EXHIBIT NO, 214: Submission of the Canadian 
Protestant League, 


SUBMISSION OF 
THs CANADIAN PROTESTANT LEAGUE 


APPEARANCES: 
REV. W.S. WHITCOMBE President and Auditor, 
LESLIE H, SAUNDERS Vice-President, 


REV. S, WELLINGTON — General Secretary. 
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THE CHAIRMAN: Good morning, Mr. Wellington, 
We are pleased torfiave you before us this morning to 
assist us in our job here. We have read your submission 
with considerable interest. We have heard this story 
before, as you are undoubtedly well aware, We are glad 
to receive it again. At the national level you, sir, 
are presenting it, I understand, and will speak to it, 
Before commencing I think you might tell us something 
about the Canadian Protestant League. You have referred 
to it in your submission, but if you would care to add 
anything we would appreciate it. 

REV. MR. WELLINGTON: Thank you, Mr. Chairman. 
We are very happy to hewe this opportunity because we 
feel that the matter that we have before us is one of 
very vital concern. The Canadian Protestant League, 
first of all, is an organization of Protestant people of 
various denominations whose aim primarily is to keep 
Church and State separate, That is, we believe, that in 
the mind of the State all religions should be considered 
equal, and that there should be no special concessions 
accorded to any particular religious denomination. We 
feel this to be the very basis of our democratic freedom, 

We are really definitely aligned with other 
groups who paws similar viewpoints. We feel that we are 
not alone in our stand. The matter of the interests of 
all Canadian citizens is really entailed in the question 
of complete religious freedom, and for that reason we, 
as an organization made up of peoples of some 25 
denominations, make it a strong point to emphasize the 


great principles that came out of the reformation, and 
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we seek to keep the country free from domination similar 


to that which existed previous to reformation days. 

We do feel that there is a growing tendency in 
the country today on the part of large pressure groups to 
use the privileges and responsibilities of taxation for 
their own sectarian interests, We believe that the 
ideal of separation of State and Church is being broken 
down, especially in the field of income tax concessions, 

We feel that the matter of exemptions is an 
area which is being taken too much for granted as some- 
thing that should help individual church groups, 

Now, the reference that we have in our brief 
here --- the terms of reference really have to do with 
the question of special concessions being accorded by he 
Income Tax Act at the present time to members of 
religious orders under vows of perpetual poverty ~-- is 
to Seetion 27 (2). You have it before you. 

We have tried to set out in the brief just how 
this particular section of The Income Tax Act militates 
against the principle of separation of Church and State, 
and how all the citizens who pay their taxes are being 
compelled involuntarily to subsidize particular religions 
which they cannot in conscience accept or support. What 
we say here with relation to the exemptions granted to 
members of religious orders under vows of perpetual 
poverty would apply if those concessions were being 
granted to Baptists, United church people, Anglicans, 
Salvation Army people, or people .of any religion. It so 
happens, however, that the special concessions granted 


to those under vows of perpetual poverty almost entir " 
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apply to the Roman Catholic Church, and for that reason 
our brief has had to pinpoint this particular religion, 


It is our hope that as we have presented this 
brief the Commission will see something of the point that 
we are trying to maka and will assess the situation in 
the way in which we see it, 

We feel that there is only one solution to the 
problem, and that is that this particular section of the 
Aet be completely deleted, in all fairness to everybody. 
We feel that another area of inequality in the matter of 
income tax exemptions is found in the way in which 
certain groups in this country have taken advantage of 
the privilege of Section 27 (1). The inequalities are 
occasioned by excessive claims in respect of donations 
for charitable purposes. We feel that the concessions or 
exemptions allowable in respect of donations to religious 
or charitable purposes are potentially bad for the 
simple reason that it gives rise to all manner of 
irregularities and to the very thing that we are talking 
about, the special concessions and privileges. 

We would submit and suggest that it would be 
a good thing for the whole of our economic structure, 
and our whole democratic structure, to delete the idea of 
concessions or exemptions for charitable donations 
altogether, In this way we would @lete also the obvious 
irregularities which have been enormous, It would delete 
a lot of expensive bookkeeping. We feel, rather, that 
perhaps it might be a good thing for the Government to 
consider increasing the basic exemptions allowable to 


all citizens, and in this way no one would suffer. 
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I think everyone would benefit, 

The third area of inequality seems to be in the 
fact that very few, if any, of the Roman Catholic clergy 
are paying income tax at all, I know a great many of 
the Protestant clergy who very carefully and conscien- 
tiously submit their income tax returns, and who try to 
give every detail, and they are assessed probably four or 
five times more when their tax return has been submitted, 
but there are no priests who, to our knowledge, pay 
income tax, the reason being, of course, that there is 
no accurate reporting of the greater bulk of the 
priests! income such as gratuities “received from the 
course of their duties such as masses, weddings, 
funerals, and so on, 

We feel that there is room for considerable 
improvement in the question of reporting one's income, 

It seems unjust and it seems democratically wrong that 
one class of religious people should claim so much 
exemption and go free from paying taxes, This makes it 
compulsory for everybody else to bear their share as well 
as their own, and it is a thing that we feel is of 
tremendous importance, 

we submit our brief for consideration on these 
grounds, Mr. Chairman. 

THE CHAIRMAN: Thank you very much, indeed. 

We have a few questions that we would like to put to you. 
There is no need to stand, unless you wish. I think we 
might take the three matters that you have raised one by 


one. and look at each one separately. Let us take vows 
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of perpetual poverty. Do you know if there are any 
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Protestant clergy who take vows of perpetual poverty, and 


thus reap the benefit of this provision of the Act? I do 
not say that they do it for that purpose, but I am 
referring to cases where there is that result. 

REV, MR. WELLINGTON: I believe there is a\ small 
group of the High Anglicans who take such vows. 

REV. MR, WHITCOMBE: I think it might be said, 
Mr. Chairman, that most of us come within that category, 
if not formaily, because when we have used up our salaries 
we have nothing left. 

THE CHAIRMAN: I was going to put that question-- 
why not do this? 

REV. MR, WHITCOMBE: I have done it. The order 
to which I belong is the Order of Matrimony, Once I have 
got through paying for my wife and family I am in 
perpetual poverty, and I think that this applies to a 
great many Protestant clergymen, 

REV, MR, WELLINGTON: Mr. Chairman, you will 
see that we have cited the fact that so far as the vows 
of poverty are concerned, those who have taken such vows 
are not really poverty-stricken, While they do not own 
anything, they do not owe anything. They get free board 
and lodging, clothing, medical attention, transportation, 
and social security. It all adds up. We pay for that at 
the rate of around $4,000.00 or $5,000.00 a year. 

THE CHAIRMAN: Do you know whether they are 
entitled to receive the old age pension? T would think 
they are. 


MR. SAUNDERS: I would imagine every citizen 
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of Canada is entitled to the old age pension, although I 


am Rot sure about that. 

THE CHAIRMAN: Yes, I would have thought so, 

REV. MR, WELLINGTON: If that were the case, it 
would mean that the old age pension also would be sub- 
mitted to the Order to which they belong. 

THE CHAIRMAN: I was surprised that you did not 
mention that here. The Canadian Protestant League 
represents 25 denominations, you tell me. Is it 
organized in such a way in which there appear represent- 
tatives Q@Ma11 the denominations? What is the form of the 
organization? I know very tas Souee LE. 

REV. MR, WELLINGTON: The farm of the organiza- 
tion is that we have a Dominion Council composed of a 
President and three Vice-Presidents in three different 
areas of Canada, a General Secretary and a Treasurer, 

We have regional organizations in each province the setup 
of which is very similar to that of the Dominion Council, 
We have branches in each of the provinces, and these loca 
branches function “@# their level in the same way. It is 
not interdenominational in the sense that church groups 

as such are members, but it has an individual membership, 

THE CHAIRMAN: So not necessarily are the 25 
denominations represented on your Council? 

REV, MR, WELLINGTON: Not Sceenetaaae on the 
Council, We are substantially represented by various 
denominations on the Council. 

THE CHAIRMAN: Would your brief have gone up 
from the regional areas to the denomination level, or is 


this a submission by the officers of the National Council? 
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REV. MR, WELLINGTON: Well, the question has 
been discussed on several occasions at our annual Dominion 
Council meetings, and this is really the product of such 
discussions. 

COMMISSIONER WALLS: I was just wondering ,if 
you are going to take exception to the use by the Roman 
Catholic clergy of Section 27 (2), whether Section 26 (1) 
is also discriminatory. Section 26 (1) allows an 
exemption of an extra $1,000.00 to ministers who maintain 
a self-contained domestic establishment. 

THE CHAIRMAN: It may be discriminatory as 
between religious orders and the community, but not 
discriminatory as between one denomination and another, 

COMMISSIONER WALLS: Oh, no, 

MR, SAUNDERS: I think I might answer that. 
This is of recent vintage. I think that came into being 
because taxes were not being paid by Roman Catholic 
priests, and there was a lot of pressure applied. 1 
think it is wrong. Every time there is an exemption you 
put the load on everybody else. I pay income tax on my 
gross. I submit a form for the men who work in my plant 
on their gross, and not on what they have left over after 
they have paid their rent. JI think everybody should 
stand on the same footing. I think that would be fair. 

COMMISSIONER WALLS: So if you decide to cancel 
Section 27 (2) you should also cancel Section 26.01 1) 9 

MR, SAUNDERS: That is my personal opinion, I 
see nothing wrong with that. 

COMMISSIONER WALLS: Have you any idea of the 


use to which the Roman Catholic Church puts the funds it 
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receives through the earnings of its members? 


REV. MR, WELLINGTON: I believe that after a 
hearing at Vancouver and a presentation by the Baptists 
Arch Bishop of the locality made a remark, according to 
the Canadian Press, to the effect that they used the mone 


not only to support the orders, but for buildings. The 
remark., WaS made that after they had built their buildings 


and paid the expenses of the orders they had little 
left, the intimation being that they utilized the money 
for buildings. 

THE CHAIRMAN: That is what you suggest in here. 

COMMISSIONER WALLS: But if they use it for the 
reiler of poverty then are we nov in eiltéecu, “each ofus, 
contributing our share to that and making indirectly a 
charitable donation? In other words, if it is mostly 
maeca Lor the relier of poverty, and it is not taxed, then 
it is our way of not contributing towards the relief of 
poverty which we might otherwise have to look after, 

REV. MR, WHITCOMBE: I do not think, Mr. 
Chairman, there would be any guarantee that it would go 
for that purpose. After all, that is not our business, 
We are not in control of that. But, even if we assume 
that we say --- after all, each church administers these 
things as a missionary objective with the view of doing 
missionary work, so on your assumption or suggestion we 
would be indirectly subsidizing religious missionary work 
which would be contrary to our consciences. 

THE CHAIRMAN: That would be respect of one 


faith, would it not? 


REV. MR. WHITCOMBE: Yes, that is the point. 
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REV. MR. WELLINGTON: Mr. Chairman, in connectio 
with that I think that perhaps that point hardly hits the 


situation. Those under vows of poverty are under vows of 
poverty voluntarily. The subsidization of a church to 
support people who are under vows of poverty is not 
tantamount to relieving poverty. Actually, it is defini- 
tely designed as an agency for propagating the religion, 
and it is an agency for developing one particular 
denomination, They have other ways of looking after their 
institutions for poor people, but this is not the 
consideration. This is exemption from taxation. 

COMMISSIONER PERRY: I was wondering if on the 
basis of your own arithmetic it might not be argued that 
there is no net return from this activity. You state 
that the people involved received benefits worth 
$4,000.00 or $5,000.00 a year individually, and that\the 
average salary they earn is only $3,000.00 a year. On 
this proposition the Church in question is losing 
$20 ,000,000.00 or $30,000,000.00 a year in providing these 
teachers. — 

REV. MR, WELLINGTON: That, Mr. Chairman, is not 
the intimation. The average person who has to look after 
these things and pay for them out of his own salary knows 
what they cost him, but the way people live a community 
life in an institution the cost of living is minimal, As 
far as the actual $3,000.00 or more that goes to the 
institution is concerned, it is difficult to say how much 
actually is used, but it certainly would be a very small 


SraccLon., 


THE CHAIRMAN: Let us move on to the second 
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point, which actually in your submission is the first. 


Have you any knowledge as to how this, in fact occurs? 

You allege that there is an excess of donations deducted 

in the Province of Quebec over what are the real charitablle 
eontributions, You point out that the average donation 

of an individual in the Province of Quebee is $152.84 

as against $36.81 in the Province of Ontario. One wonder 
how this comes about, Is it to be presumed that receipts 
are issued for which no donations are made? 

REV. MR. WELLINGTON: That is ene Sapiaet tan 
sir. The question has come out in discussion with scores 
and scores of people. It is common knowledge amongst 
these people that they can still obtain receipts for thei 
donations to charitable purposes, even though there are 
no records to back up those receipts. 

Indeed, many of them have been mighty surprised 
that some of us and some of our people have not sought 
receipts from their ministers on similar terms. [t is 
our contention, sir, that were Protestant ministers to 
issue such receipts without grounds --- without book- 
keeping --- they would be inditeable, Such a minister 
would be guilty of fraud. This has been brought to the 
attention of Mr. Nowlan when he was Minister of National 
Revenue, and also to the attention of Mr. Donald Fleming. 
The acknowledgement from the gentlemen, particularly from 
Mr, Nowlan, was to the effect that they knew these 
irregularities were carried on within the Province of 
Quebec, and, of course, the figures speak for themselves, 
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is fraud for a Protestant clergyman to do it, then it is 
fraud for a Roman Catholic priest or any other kind of 


clergyman to do it. 

REV, MR, WELLINGTON: Exactly. 

MR, SAUNDERS: The third paragraph on page 8 
sets out the figures, which are official figures. You 
might have noticed that within the last couple of weeks 
the inspectors of the National Revenue Department have 
been doing some checking in Quebec, and this newspaper 
clipping I have here gives the name of a minister who was 
fined in court, 

THE CHATRMAN: Now, when was that? 

MR, SAUNDERS: He was brought stausoanes This 
is a news item, The man was brought into court, and this 
gives the name of the priest of the church. He, for 
$7.00, had given receipts totalling $3,025.00. I have 
the news item here, which is dated March 20, 1961, which 
gives figures somewhat similar to this item here, It say 
that the Federal Government could recover an amount as 
high as $75,000,000.00 in the Province of Cuebec as a 
result of the examination of parish books. It says that 
in 1956 Quebec taxpayers claimed $34,555.00 in deductions 
more than all the other nine provinces combined, We can 
assume that their giving is just as generous as that of 
the rest of Canada, but these figures show that they give 
more than that which is listed for all the provinces, 
and that just could not be. I do not think any citizen 
can stand up in this country and say that that is a thing 


that is happening. 
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periodicals that I read that their own people do not give 
nearly as well as the members of other denominations. I 


remember being told with respect to Dr. Smith of the 
People's Church in Toronto that Dr, Smith's church's 
collection for missionary purposes was more than was given 
in the Roman Catholic Church for the whole of Canada in 
one year. The Roman Catholic priest who said that was 
quoted, and &4t is published in a book by Dr. Smith. That 
is his statement; it is not mine, 

But assuming they are as good givers then this 
is all out of line entirely. This is nothing but a 
wholesale racket, and our presentation today is not a new 
one. It was mentioned when the Orange Society also came 
into the picture, and when Mr. Donald Fleming was written 
to. Politics are involved in this, and we know that it 
is not the easiest thing to solve. 

Then, the suggestion is made further on that 
the only thing to do is to change the exemption list 
entirely, and put everybody on the same level, so that 
nobody gets any exemptions for anything. That would appl 
as well to medical bills, It may be that there are some 
who pay medical bills --- 

THE CHAIRMAN: Before we get to that, can you 
let us have whatever documentation you have on this 
matter by way of newspaper accounts, and so on? 

MR. SAUNDERS: This is only a note that I have, 

THE CHAIRMAN: I see a newspaper clipping 
there, 


MR, SAUNDERS: Yes, I will let you have it. Thi 


is from the Toronto Telegram of about a week ago. It was 
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in all the Toronto papers, 

THE CHAIRMAN: I did not happen to see it, We 
should have that in our records. 

It would seem to me that to eliminate donations 
because it is suggested that there are abuses going on in 
that particular area, would be rather harsh treatment on 
the private welfare of Canada, and I suspect that the 
people participating in private welfare would think that 
their receipts would be greatly curtailed should that be 
done, 

There are many people who believe there should 
not be private welfare; that it should all be public, 
However, that is not the view of the country at the moment), 
However, to change this kind of thing would be very 
drastic treatment. I wonder if there is not a better way 
of arriving at a solution than the discontinuance of 
charitable donations as deductions, Have you any other 
suggestions as to how to deal with it? 

REV. MR, WELLINGTON: I cannot think of any- 
thing myself that would cover the ground. It seems to me 
that people who give generously to charitable work, such 
as in the Red Feather Campaigns, and so on, are not giving 
primarily with the idea of income tax exemption. I think 
they are giving with the idea of the good they can do. 

THE CHAIRMAN: Id not think that there is a 
shadow of doubt but that what you say is correct, It is 
not a matter of giving primarily for that purpose, but 
this matter of income tax exemption must be considered. 
There is the possibility that if you take that considera- 


tion away, although they may not discontinue their 
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donations, they will pobably reduce them, 

REV, MR, WELLINGTON: They might, but you might 
be surprised on the other hand. On the overall picture I 
think there will be benefit so far as the whole economy 3 
concerned. 

We are not fifameial experts at all, and we do 
not claim to be, but it seems reasonable to assume that 
were everybody on the same footing, and all these special 
considerations removed, the overall assessment of income 
tax could be substantially reduced --- that is, on the 
overall Canada picture --- and certainly at the same tine 
we would be removing a great deal of the undercurrent of 
objection --- the rumbling that is going on continually. 

People are afraid to talk out, and say what 
they think about these things. It would make for a 
greater security in our democratic setup in the country. 
We believe this to be so. If we keep on with this trend 
of giving more and more exemptions and concessions to a 
particular denomination these pressure groups are going 
to keep on asking for more and more until finally you 
have a church that is virtually a state church, 

THE CHAIRMAN: I do not think that that is quit 
the point we are on at the point, is it? 

REV. MR. WELLINGTON: The church is there. 

THE CHAIRMAN: We are talking about alleged 
fraud in respect of donations to churches. I do not see 
wy that should not be met directly by requiring a 
certificate as to the accounting in respect of every 
charitable organization which receives a donation and 


which is entitled to issue a receipt for purposes of 
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deductions. I presume that most Protestant churches::keep 


and many of them have envelope systems, There is not 
much difficulty in matching the receipts with what is in 
the accounts, and I cannot see --- there may be a reason 
that escapes me --- why that is not universal, I do not 
quite understand it. If it were made a requirement that 
the accounts be certified then surely the matter would 
be taken care of it; would it not? 

MR. SAUNDERS: Mr. Chairman, it would simplify 
things if there were no deductions at all. Perhaps that 
is not the best answer, but until you and your 
Commission can come up with a better one I do not know of 
another one at the moment. On page 10 of our brief we 
point out that 80% of the taxpayers in all the other 
provinces claimed only $100.00. Those people are not 
giving very much money. I do not know who they are, but 
they are certainly not tithing. They are not supporting 
much of anything, whether it is the church or welfare 
organizations. Most people, if they were claiminng 10% 
of their income, would claim $1,400.00 or $1,500.00 
because the salary level of the country would warrant 
that. 

With respect to the deductions allowed for 
medical expenses, I might say that there are many people 
like m¥Belf who do not qualify unless they have a long an 
serious illness or they have a car accident. In most 
years we have medical bills of $200.00 or $300.00 for 
which no claim can be made, 

It is our submission that if the basic exemptio 


of $1,000.00 for a single person and $2,000.00 for a 
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married person is altered to, say, $2,000.00 and $3,000.0 


’ 
then more people will make donations to charity. There 
are people in the country who want to give more than they 
do, There are many in that remaining 20% who give very 
generously to hospitals, 

I remember a hospital being built in Toronto 
when I was on the Board of Control, It was Mount Sinai 
Hospital, incidentally. A group of gentlemen put up the 
first one million dollars. Somebody might say that they 
had it to give, but, all the same, that is a lot of 
money. That sort of people would give money whether 
there was any exemption allowed or not. There are many 
people like that, and I do not think they come into this 
pattern. They are the people who continue to give. 

It would simplify all the forms if there were 
no exemptions for anything. It would be better if the 
Act merely stated that if you are drawing a salary you 
get an exemption of $3,000.00, and you pay income tax on 
the balance, 

COMMISSIONER WALLS: I would like to enlarge 
on what the Chairman said. It woudd seem to me that you 
could <ffemdnd that an official church receipt be given, 
which receipt must be in line with the records of the 
church, That would readily make the thing available to 
checking by assessors. In other words, if there were an 
official receipt based on the records in the church's 
books, irrespective of the denomination, I would question 
that both records would be crooked, and that could be 
quite readily checked by the assessor, 


MR. SAUNDERS: To follow up that suggestion, 
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would it be possible for the Income Tax Department to 
Supply charitable organizations and the churches with 
forms such as I have to submit at the end of the year, 

I fi11 out a form, and a duplicate of it goes in to the 
Income Tax Department, The other is given to my employee. 
The Department then knows what Salary he has received, 

If there was something of that nature, then the people 
who made donations wowid get an official receipt, from 
which the Department would have the stub. 

THE CHAIRMAN: I think every charitable 
organization could be certified to issue receipts, but it 
could be that such certification would only be given 
upon the Department's being satisfied of that organization's 
ability to keep books properly. The receipts could then 
be matched with the books. If such a system was abused, 
then the certificate could be withdrawn, I would think 
that that would solve the matter. 

REV. MR, WELLINGTON: One of the big problems 
in relation to the whole thing is just this, that no 
matter what system you set up to check up on such 
questions there is always the fear of boycott, and all 
the rest of it. It is very difficult to enforce anything 
Gt “his sort. 

IT remember reading in one of the papers not too 
long ago, and it seemed to be quite official, that they 
were discussing this sort of thing and investigating it 
in Quebec --- that is, Mr. Nowlan's department was --- 
and they had to withdraw. There was a hue and cry of 
persecution. It was said that the priests were being 


accused of being dishonest. They did not like the 
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implication, whether it was true or na When the pressure 


came on, they just withdrew from it. That is where the 
problem is, 

COMMISSIONER MILNE: Mr, Chairman, does it state 
in that clipping whether these priests were from Ontario 
or Quebec? 

MR, SAUNDERS: It was in Montreal, That clippi 
came from the Toronto Telegram of about a week ago. The 
name of the church is given, 

COMMISSIONER GRANT: In arriving at the amount 
contributed to a church by a member would you have any 
views as to the difference you might find in a Roman 
Catholic community as against a Protestant community? 
Have you any records about the much higher attendance 
record that you might find on a per capita basis in a 
given parish? It would seem to me that the Roman Catholil 
attendance would be much higher and, therefore, there 
would be a mre constant contribution --- on a lower scal 
but over a larger number of members or adherents --- than 
there would be in a Protestant parish where you would not 
get that same high percentage of attendance. Do you have 
any views on that? 

REV. MR, WHITCOMBE: That would be very difficult 
to prove one way or the other. Most of us Protestants 
assume that the other church always has a better atten- 
dance than ours, but, frankly, I doubt it. 

COMMISSIONER GRANT: I am going on the premise 
that it happens, 

REV. MR. WHITCOMBE: I know that most of us 


assume that, but I doubt it. 
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COMMISSIONER GRANT: If my premise is wrong, 


then we can dismiss the argument, 

MR. SAUNDERS: The point is, Mr. Chairman, that 
these figures that show up in Quebec did not always show 
up in that way. There was a change in 1956. Prior to 
that I think you will find that the income tax exemptions 
in Quebec were not haif of those shown for Ontario. 

THE CHAIRMAN: I did not know that, Mr.Saunders, 

MR, SAUNDERS: It was on that basis that a 
Presbyterian clergyman in Toronto presented a brief ‘or 
a submission --- I forget his name --- 

REV. MR, WHITCOMBE: It was Miller. 

MR, SAUNDERS: --- to the then government of 
the day. They said: "Something has happened in the 
meantime, and we are not doing as well", and this thing 
changed overnight. 

THE CHAIRMAN: What was the date of the change? 

MR SAUNDERS: I do not know the date. That | 
little peaibokant across the country. It must be seven 
or eight years since he wrote that. 

REV, MR, WELLINGTON: We can send you a copy, 
because we have some on file. Yes, the thing jumped righ 
up from one year to the other until it reached that peak 
where some $122,000,000,00 was claimed in Quebec for 
charitable donations as against some $87,000,000.00 for 
all the rest of Canada combined. That was during the 
year 1956 or 1957. The thing is quite fantastic. 

THE CHAIRMAN: Is there anything else? 

COMMISSIONER PERRY: I would like to comment on 


the arithmetic of your proposal for doubling the ordinary 
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allowances, I think you are quite out of line with 


respect to the loss of revenue, and no m&tter how great 
this might be, This could easily cost $700,000,000.00 or 
$800 ,000,000.00%of tax revenue. You must realize how 
quickly the revenue disappears once you start increasing 
the basic exemption, If you double the basic exemptions, 
then you just about pull the plug out from under the 
personal income tax, 

REV, MR, WELLINGTON: We do not claim to be 
financial experts, but it is our suggestion that possibly 
the deletion of the exemption clauses for charitable 
purposes, and so on, could be compensated for by an 
increase in the basic exemptions to some extent, but to 
whatever extent could be worked out. 

THE CHAIRMAN: As to Item 3 I have always been 
a little curious as to what really got into a clergyman's 
income tax return, I assume that clergymen are pretty 
conscientious people and that they do their best, but I 
have often wondered whether they have confused income and 
gifts in any way. 

You say that the clergymen in the Protestant 
denominations in reporting their income include gratuitie 
from marriages, baptisms, funerals, and so on, I believe 
it is customary in the Anglican Church for there to be 
one collection per year, prébably at Christmas --- it may 
be customary in all Protestant denominations --- 
which is given to the clergyman rather than being directe 
to him through the usual coffers of the church, I have 


often wondered whether he considered that to be income, 


Do you know? 
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REV, MR. WELLINGTON: How many Christmas 
offerings do you get, Mr. Whitcombe? 


REV, MR, WHITCOMBE: We do not do that in my 
church, 

REV, MR. WELLINGTON: Would it be in order to 
ask you a question, Mr. Chairman? To your knowledge, do 
priests pay income tax? 

THE CHAIRMAN: You are asking me if I know 
whether they do or do not. I have no knowledge. 

REV. MR, WELLINGTON: I have quite a lot of 
contact with former priests connected with Christ's 
Mission in the United States, and other places. I have 
been around them quite a bit, and they tell me that even 
a priest of a small parish would get a minimum of $6,000.00 
from one source or another, The way in which they avoid 
the income tax question evidently seems to be that they 
report an amount as salary --- official salary --- which 
is small enough to be untaxable, but the major portion of 
their income is derived from these gratuities and which 
we have listed in the brief. 

Now, where do we get off? What is the score 
here? What must be reported as income? Should Protestan 
oe try to connive to reduce thadp income down to 
an untaxable level? I imagine that could be done too, 
but is it honest, or is it right? 

THE CHAIRMAN: No, it is completely dishonest. 
I think that anything one receives in the performance of 
his chosen task is income. Irrespective of whether it 
comes as alleged gratuities, or however it comes about, 


it seems to me that it cites about because of his carrying 
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out his profession, and as such should be included as 
income, 

REV. MR, WELLINGTON: To our knowledge we do not 
know of any priests who pay income tax, 

THE CHAIRMAN: You could hardly have had the 
opportunity of making a very good survey. 

REV. MR. WELLINGTON: Wo, not a complete survey 
by any means, but we have never received any satisfactory 
answer from the authorities to whom the question has been 
specifically addressed. 

MR, SKUNDERS: <A few former priests in this 
country have told us that they did not pay income tax, and 
that so far as they knew no other priest did. Other than 
that, we have no information, 

COMMISSIONER PERRY: What is the official 
attitude of the Protestant Church towards these gratufties|? 
They must have some official recognition in their own | 
thinking, Are they regarded as part of the remuneration 
of a post? 

REV. MR. WHITCOMBE: I do not know of any 
rule in any Protestant Church of that, but I am quite sure 
that most Protestant ministers report them as income, 

I know that I have, 

COMMISSIONER PERRY: I would think that the tax 
law would be fairly clear on it, but what I am getting at 
is whether your own attitude is that these should be 
taken into account. 

REV. MR. WHITCOMBE: Actually, I think most 
Protestant ministers would have very little to report, 


except, perhaps the pastor of a very large downtown chute 
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where people are always dropping in to be married, For 

a wedding you might get $5.00, and for a funeral you migh 
get something, but usually it is a very small amount. So 
far as I know no denomination has a ruling about it. 

REV. MR, WELLINGTON: On the other hand, Mr. 
Chairman, it is a normal thing to find in the Roman 
Catholic clergy that there are specific fees, I have 
known of some that could not have a funeral without 
paying $25.00. There is a specific fee he sets for it. 
it is not eveh a pRatuity --- 16 1s a fee. 

THE CHAIRMAN: I do not think the phraseology 
has much to do with it. It should be included in income 
for taxation purposes, whatever you call it. 

REV. MR, WELLINGTON: It would be very difficult, 
Mr, Chairman, to compel a clergyman to report each and 
every item that comes to him as a gratuity. Certainly 
there would be a tremendous hue and cry if much pressure 
was exerted to have that done and, therefore, that carrie 
us back to this other issue that the only satisfactory wa 
to cover this situation seems to be the elimination of 
these exemptions for that purpose, 

THE CHAIRMAN: I do not think we have any more 
questions. We thank you very much indeed for you 
attendance, and for bringing this brief before us today. 
We will certainly take these facts into consideration in 
our deliberations. Your submission has been very clear. 


We understand the problem, 


MR, SAUNDERS: I should like to thank you, Mr. 


Chairman, and members of the Commission, 


THE CHAIRMAN: We will take a break of ten 
minutes at this time. 
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Tuesday, October 8, 1963 


---Upon commencing at 10:30 a.m, 


SUBMISSION OF 


CANADIAN AIR LINE PILOTS ASSOCIATION 


APPEARANCES: 
A.D, MCALPINE, Q.C. 
W. McCREA 


W.R, MARTYN 


THE SECRETARY: Mr. Chairman, the second 
Submission this morning is being presented by the 
Canadian Air Line Pilots Association. Mr. A.D. McAlpine, 
Q.C., is here this morning representing the Association, 
and with him are two members whom he will introduce. 

Mr. McAlpine will speak to the brief, which I enter into 
the record now as Exhibit 215. 


---FXHIBIT NO, 215: Brief of the Canadian Air 
Line Pilots Association, 


THE CHAIRMAN: Good morning gentlemen. You 
come forward with this submission and you are really 
requesting, I take it, that we should deal with two 
matters. The Air Line Pilots Association is a national 
organization, of course. Would you care to tell us a 
little about how it is organized? 

MR. McALPINE: Mr. Chairman, perhaps first I 
might explain that in our brief we mention that Capt. 


Foy would be present at the hearing here today. However, 
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1] he was scheduled on a trip to Paris for TCA. Therefore, 
2] we have in his place here Mr, W. McCrea. 

3 Mr. McCrea was formerly employed as a captain 
4| by Trans Canada Airlines, Mr. McCrea is 47 years of age 
5] and is placed on leave of absence because of i11 health. 
6 Before commenting on the memorandum of the 

7| Association, I should like to let Mr. McCrea describe 


his own experience, I think that will give you an 
example, and perhaps it would correct the impression 
which sometimes exists that airline pilots are very 
handsomely compensated and can afford the type of expense 
which you are being asked to consider. May I do that? 

THE CHAIRMAN; Yes, you may proceed in any way 
you like. We would be glad to hear Mr. McCrea. 

MR. McCREA: Mr. Chairman, I will come to the 
question as rapidly as possible. I should like you to 
understand what happens in the aviation industry. We 
have had a lot of people subject to ill health within the 
service and a great number drop out voluntarily. Others 
just cannot keep up with the jet requirements. 

As before myself, in my own particular case, 

I went into the Air Force in 1940 when I had just come 
out of the University of British Columbia with the degree 
of Bachelor of Commerce. I spent five years then in the 
Air Force and after that I went to TCA. I have flown 
with TCA for eighteen years, which is quite a long 
period. One spends a good portion of the time as a co- 
pilot, possibly about six years, as it was in my case, 
One may even spend longer than that. However, TCA had 


800 pilots some time ago but it is down to 600 now. 
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1} That is due to the larger and faster aircraft, which 

2 require fewer people to do an even better job. This is 
3 not a criticism of TCA or of the industry --- it is just 
4 a case of progress, 

5 In my own case and in most other cases you 

6 have to have something lined up so as to cover the time 
7 when you cannot fly any more, You think you are 


extremely well and in good health, In my own case I 
thought I was in good heaith and it only emerged in this 
year that it was otherwise. I had just completed Dc-8 
training. It is a very wonderful life and people say it 
is very well paid, relatively to:ordinary Canadian 
companies, However, at the end of the DC-8 course I was 
found to have a heart condition. That is a technical 
thing, there is a short-circuit in the heart and although 
one may not know that it is there and may not know 
anything about it, one is not able to fly with it. TI 
went to the Mayo Clinic to see if I could fly even as an 
American pilot, They cheerfully found that I had glaucom 
However, it was good to find the glaucoma in the early 
stages, because with drops one can carry on, The only 
difficulty is that you cannot fly, as one would have 
impaired vision. 

There again we consider ourselves a little 
different in that way, as we are chopped off the ordinary 
employment at an early age. In my case it was at age 
47, Up to that time I had been flying between Bermuda 
and Nassau, and have spent seven years on those runs, 

One has to be prepared for this change-over, We feel 


that there are a number of expenses which pilots feel. 
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1| Many people have these costs, 


p- You have referred in previous decisions and 

P tax authorities to its being a case of a man's joints, 
4 as to whether he chooses t use his shoe leather or to 

: go through by bus or to travel by private car. We will 
‘ come on later to cover those points, I would like to 

: explain now that we are a little different in this 


regard. 

There is a certain conception in regard to air 
line pilots, and this is accented by the press I think. 
They take the top salary of the top man and it is 
considered that he starts at age 20 and finishes at age 
50 and one says he is very fortunate. In actual fact 
however, that is not the case at all. We drop out ata 
much earlier age, My own case is not an unusual one, 

We had a man named Rogers who was a captain based at 
Montreal. He was found to have an impaired vision in tha 
he had cataracts. They were of a type which could be 
operated on and he will wear contact lenses and carry on 
in a normal manner, However, he cannot fly. 

We have another man who was found to have 

a very slight suggestion of tuberculosis. He was given 
treatment for tuberculosis, but perhaps in one case of 
100,000 it might cause slight dizziness and as that could 
not be allowed he was grounded. At the moment a tspern 
we have five heart conditions. These are all of a — 
which would mean nothing to the ordinary person, However, 
they were grounded. The company cannot risk the possibi- 


lity of a crash and these people end up in being 


unemployed. It would not do to have a man at the control 
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and take that risk, 

I have just been giving you the background, to 
Show that this job is not as well paid over a life span 
aS our good friends in the Press would have people 
believe, 

THE CHAIRMAN: What are the pension arrange- 
ments? 

MR, McCREA: In my particular case and in the 
majority you have to be fifteen years in the service in 
order to get a pension. This is fair enough and I am 
one of the lucky ones. I am eighteen years there and 
will get possibly $150.00 a month on pension from our 
company. That is a very handy condition, Tpey have 
decided and I am grounded medically. We also have 
insurance with Lioyd's of London, we have insured 
licences, we have our own self-operated mutual aid plan 
through the Association, which gives us two years' pay. 
But this is our own self-operated plan and we pay the 
tax for it of course, That is a strictly voluntary thing 
and it is not compulsory to be a member, but 45% of them 
are members, We are also a bargaining agent for the 
pilots, whether they are CPA, TCA, Pacific Western Air- 
lines or Transair. 

THE CHAIRMAN: You pay dues? 


MR. McCREA: We pay dues, on which we are 
allowed a reduction for union dues. We also have a full- 
time man employed, Mr. Cleve Kidd, who used to be with 
the Steelworkers and appeared on various Commissions. 

He is a full-time employee with us. There are also 


people like Capt. Foy, who is unable to bevhere today, 
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as he is in Paris, He was past president, I am a vice- 
president, and a director of the organization. We have 


a full-time officer in Montreal at the Timmins Aviation 
Building. 

THE CHAIRMAN: Thank you, Mr. McCrea. Is there 
anything further, Mr. McAlpine? 

MR, McALPINE: I assume there will be an 
opportunity for me to review the submission. I do not 
propose to read it in detail. We should like to endeavou 
this morning to amplify it, with the service of Mr. 
McCrea and Mr. Martyn, both of whom are available if 
there is any question which the members of the Commission 
wish to ask, 

My remarks will commence at page 4 of the 
submission, 

I should draw to your attention in emphasis 
that the Association's members and pilots are treated as 
employees, The pilots are treated as employees by the 
Income Tax Department and accordingly are subject to the 
restrictions in Section 5 of The Income Tax Act, of which 
there is a copy in, the Appendix. 

Section 5 places very severe limits on the 
deductions available to employees. It is the belief of 
the Association that these restrictions are harder in 
this particular case, There is no question as to whether 
the pilots were self-employed persons, If they were, 
they would be entitled to deduct expenses in travelling 
from home to the airport. 

There is one case, which is mentioned in the 


Appendix, It is a test case which we had before the 
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1| Tax Appeal Board in Ottawa, It was Suggested that one 


9) might in some cases be able to substantiate successfully 
3| in claiming to deduct expenses in going from home to the 
4] Place one has to carry out one's duties. However 2 ei 

5] think that in most cases the person is not allowed the 

6| expense of travelling from home to work. 

7 We do not necessarily associate ourseives with 
Some of the other submissions which have been made. I 
have in mind the submission made to the Commission by the 
United Electrical Workers, which discussed the question 
of expenses in travelling from home to place of employ- 
ment. 

I think our position is unique, because of these 
special circumstances and we think we are entitled under 
the Act to be allowed for travelling expenses, 

THE CHAIRMAN: You mean you need relief in 
regard to travelling expenses? 

MR. McALPINE: When we come to the question of 
uniforms, it is a question of personal use or otherwise, 
I think we are no different to other persons who have 
expenses to incur on uniforms, I am thinking of people 
who are employed, say, in hospitals. I will ask Mr, 
Martyn and Mr, McCrea to deal now with the terms of 
employment and how employment operates with an airline. 

MR, McCREA: There are two groups of people who 
have set hours per month, There was a verdict or 
decision on a previous appeal in this matter. There are 
what are known as the blockholders who have regular hours 
on paper. Mr. Martyn is representing those people. They 


are the regular people. Then there are also the reserve 
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1] pilots. We have everything worked out for 85 hours per 

2) month, which is your maximum which you can fly in a 

3] month, That sounds a very pleasant life, onere is five 
4| hours for each set of flights and they are all paired 

5 off and set up in the form of a schedule. This schedule 
6| i have in my hand (Indicating) represents Montreal, TI 

7 will leave this copy with you. It represents the month's 
flying for that base. It is divided up in the manner in 
which each pilot bids, on his seniority. He picks the 
block of flying he wishes, just like used to occur in 

the railroads and cars back in the history of transporta- 
tion. It is a matter of seniority. There is one flight, 
say, from Montreal to Jamaica, going down on Monday and 
coming home again, going down on Wednesday and coming 
home again, That is his life. 

THE CHAIRMAN: Yes, I flew with him once and 
he told me he -had the: best«job in Canada. 

MR, McCREA: He is one of the old bushpilots 
in the company before the war and quite deservedly gets 
the best of everything. 

Going down in the list of blockholders, there 
is this man Foy who goes every Tuesday to France and is 
home every Friday. That is his life. He travels around 
Europe on charter service while he is over there, That 
may sound pleasant, but you get very tired of it and if 
you have a wife at home, she gets tired of it too. I 
spent three days in Jamaica, going down on Monday and 
coming home on Friday. Therefore the fact that you may 
be working 85 hours does not mean anything. It does not 


mean that you are free the rest of the time. The block- 
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holder is quite free, It is the reserve man who really 
deserves the greater consideration, 

We are still on call. The pilots accept the 
life as it is, with its complete irregularity, because of 
the nature of the transportation business and I think it 
is the same with anyone in the railroad or things like 
that. 

I have been called at three a.m. and told that 
the regular flight which I was going to take is being 
taken ty someone else. Then they say: "You are the only 
man we can get, there is an airplane in Bermuda with 
only three engines working, you will have to take a 
plane there, it is ready, so you can get going.” ‘yer 
have to be ready and go. You may be critical of your 
company, but you must remember that there are 100 people 
over there and they are more critical of the company 
than you can be, These things are something you have 
to face up to, There are the mechanical troubles, there 
is the weather, there is the freezing drizzle, where 
your airplane gets as cold as ice. You may have to 
take off for Montreal and go on to Toronto or Winnipeg 
and you may have to land at Toronto or Winnipeg or 
Buffalo. 

MR. McALPINE: Might I interject here to make 
a point which Mr. McCrea is making. Each month all 
the pilots f111 out these documants and the pilot.dédks 
for the flight that he wants. The pilot is guaranteed 
pay for 60 hours flying time per month. Some of them 
may make up to 85 hours pay per month if they arrange 


the flights properly. However, the pilot must have a 
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1 certain amount of rest period between each flight. This 
2 is prescribed by his pilot contract and the airline. 

3 There may be a pilot at the beginning of the month who 

i wants to make the maximum income, He is paid on an hourl 
5 basis, according to a formula which varies with the Speed 
6 of the aircraft and the nature of the aircraft. A pilot 
5 who is flying a DC-8 gets a higher hourly basis than a 

8 pilot who is flying a Vanguard or a Viscount. Then you 
9 take the senior captains, he can bid for his block of 

10 flights for the whole month, He receives a block 

11 asSignment, He will try to arrange his block so that 

12 he can have some spare time in the period. The reserve 
13 plist has nothing but a reserve in his block. A flight 
14 officer will bid for a block of flights. He also bids 
15 for reserves, He will not get a block, because he has 
16 not enough seniority. Then he will be on reserve the 

17 whole month, The more senior captain will have a block 
18 of flights and the impression we are trying to correct is 
19 that the man who has a biock of flights knows he has to 
20 get to Maiton Airport at two o'clock, At the end of the 
1 week he has to take a flight to Montreal. fH; does not 
22 know that, because his fiights are varying all the time, 
23 because of the weather conditions, 

4 Also, if he has spare time che.can place himself 
25 voluntarily on reserve in order to pick up some extra 

6 flying time. Therefore, a blockholder has a more 

27 systematic life than a reserve pilot. However, he has 
28 two contigincies. He has the weather to deal with and 
29 mechanical delays and he has the other features that are 


mentioned in the brief as requiring consideration in the 
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expenses of getting to the airport. 


MR, McCREA: To sum up this matter, there are 
these sudden trips to the airport and also the regular 
trips, but there is no regular transportation available. 
It means the cost of a cab or using one's own car. 

If you consider the matter of a car, it can 
readily be recognized that one car in a family is a 
necessity in this modern life. A pilot considers two 
cars aS a necessity. Take the case of the man who its 
in Paris now. Really, for that week, his car is at the 
airport. In a number of cases he will go to the airport 
and back, but then he may not get back to Toronto and he 
may end up in Buffalo, The passengers will be able to 
get home by bus and so on and the airport plan is put 
to work, A DC-8 is worth six men and we are incidental 
to that flight. The flights fave to be kept rolling and 
we carry on to Vancouver or down to Tampa. There is 
simply not any bus service. In the case of Edmonton, 
it is 22 miles to the airport. In the case of Montreal 
there is also a long journey. We have to go by car. 

It means our own car or getting a cab. There is simply 
no alternative. 

THE CHAIRMAN: Before leaving that matter, I 
should like to ask this question. Is each pilot guaran- 
teed a minimum salary based upon a certain number of 


flight hours? 


MR, McCREA:; Yes, sixty hours, He must be 


available, 


MR, McALPINE: He will be paid 45 hours. 


THE CHAIRMAN: He always gets sixty hours! pay 
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whether he is on reserve or not? 


MR, McCREAs You will have noticed that in the 
past few days CPA have been laying off 25 pilots. The 


company very naturally lays off pilots as they cannot be 
paid for just sitting down. They must fly 60 hours, 

THE CHATRMAN: He can, if he is called upon. 
He can extend that 60 to 85 and then he gets extra pay 
for the 25. 

MR. McALPINE: The companies are usually more 
restricted than the Department of Transport requires. 

I think the Department of Transport regulations call for 
120 neours maximum flying time per month, but the 

company usually has a smaller number of hours. It is 
very difficult for the pilot to get this ten hours rest 
between flights and make tap his 85 hours per month, 

COMMISSIONER WALLS: He is actually allowed 
113 hours, You are just allowing for travelling time 
when you cut it down to 10, are you? 

MR, McALPINE: Mr. Martyn can explain that in 
more detail. We are counting 15 minutes on duty after 
the aircraft lands and one hour on duty before the air- 
craft leaves. Mr. Martyn may describe some of the 
problems which they have in the reserve, 

MR, MARTYN: I was going to describe how the 
reserve: works, Each pilot is required to spend a period 
on reserve, five days a week, 24 hours a day, on which he 
is on call at the airport during that time. These are 
48-hour periods when he is on call and there are two 


additional days. 
A pilot may stand at his telephone at home or 
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may be required to stand by to cover a flight at the 
airport. For example, if the,f light out of New York is 


late, the crew may not be available to take the second 
trip to New York. Then he would be called out and the 
flight would be planned and all ready to go and this othe 
crew would not make it. 

COMMISSIONER WALLS: Could I interject a 
question, You say he has to stand by. Is it not a fact 
that during those five days you can go freely wherever 
you want to, as long as you leave a calling number? 

MR, MARTYN: That is right. We can go around 
the city. However, we must have a calling number. You 
have to be near a telephone. TCA must have anumber where 
they can reach us. Then also it must be within a certain 
radius, about half an hour away from the airport. It 
may be up to 45 minutes, However, it means you cannot 
Spend your reserve up on Lake Simcoe, You must be within 
a reasonable distance of the airport. For the reserve 
pilot more especially than for the blockholder, it is 
mandatory for a pilot to have two cars, 

Let me take an example of this: I would like 
to describe an example where a reserve pilot is on call 
and he has only one car. The car is sitting in the 
garage and he may not be called out. Now, the car is 
generally accepted as a family car. However, in this 
case the family will have no access whatsoever to this 
car. Shoudd he allow his wife to go shopping for an 
hour, that would be just the time that TCA would call and 


say: "We want you to go to Winnipeg in forty minutes," 


However, he is not required to stand on this 
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sort of basis throughout this whole period. If it is 

a little quiet at the airport, there may be three or four 
props there and he could be released for two or three 
hours for family needs and he could go to a show or play 
a. round of golf. 

MR, McALPINE: He might have to be called in. 
It would depend on the number of reserve pilots available. 
There is a flight schedule crew at each airport and they 
keep a list of reserve pilots and of the flights they are 
likely to need. During one of these five-day week 
periods a pilot may be on 24 hour a day call. One of 
them came to visit me at the office. In that case he 
will give my number. Then he will call from my number 
and he will have to call the flight schedule crew at 
Malton Airport and get permission to be away. He can 
get permission if there are enough reserve pilots, but 
if he is on reserve he will have to stand by. 

MR. MARTYN: I mentioned that I could be called 
up to take a flight in forty minutes. It does not sound 
a long time. One is required to be at the airport an 
hour before, in order to do the flight planning and the 
checking of the aircraft. This example is not an 
isolated case. This is wrt happens. I cannot say that 
it happens more than once or twice a month, but it may 
be on a fairly regular basis. I have here some examples 
of when this situation would happen. 

A pilot may be taken suddenly i11 in the 
morning and when he wakes up supposing he feels a cold 
he cannot fly, because it affects his ears and anythirg 


else. Therefore, if the blockholder wakes up with a cold 
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Wen se 
1/ on a two hour call and suddenly finds himself ill, he has 
to book off sick, Then I can be required to get to the 


airport in a period of an hour or an hour and a half at 


3 

P the most, and as soon as possible at the least. 

: AS Capt, MeCrea described, when there was 

‘ freezing last year we got quite a lot of that. Sometimes 
y an aircraft could not land at Toronto and could take off 


at Toronto, if the aircraft were preheated in the hangar. 
This is a case where one could be called out to get to 
the airport. 

MR. McALPINE: Could I interject there, Under 
the TCA system, if a pilot is qualified to fly in a 
Vanguard aircraft, he cannot at the same time fly any 
other aircraft. You can have a situation where a Vanguar 
aircraft is supposed to travel from Montreal to Toronto 
and then to Vancouver, Because of mechanical difficultie 
or weather conditions somewhere between Montreal and 
Toronto, the pilot radios in and says he cannot land at 
Toronto, That particular aircraft might stop at Ottawa, 
There will be a number of passengers at Malton airport 
waiting fa this plane, to proceed on its way west. TCA 
will get another Vanguard ready. The pilot who is 
supposed to be going on is, of course, in Ottawa. So 
they will call on a reserve pilot and ask him to hurry to 
Malton Airport. If you count an hour flying time between 
Montreal and Toronto, it means that you get forty minutes 
from the time the pilot has reported to Malton. He 
cannot go on with his plane, The reserve has to get to 
Malton in a hurry to get the plane there off. With the 


connecting schedule which TCA has for its -vabious flight 
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wemuet 


1] they try to get off on time. ‘In most cases, the pilot 
would have to get to Malton Airport at very short notice. 


2 

3 Frequently he will not get in before his full hour for 

4 flight time to prepare. 

iE iB MARTYN: In the case where I have not got 

6 more than forty minutes to get to the airport, to deal 

5 with the flight plan and to check with the weather, to 

8 have things put in the aircraft and deal with the 

9 preliminaries and the checkup, and arrive in the cab and 
10 get ready to depart. I can quote afew examples, I think 
11 I have described enough to put the point across, 

12 THE CHAIRMAN: I think we understand the point 
13 and, if we do not, the question will come up. I am 

14 sure w@ will have questions to put to you. 

15 MR. McALPINE: There is one point I should like 
16 to make in regard to transport. I am speaking of Toronto 
7 because I am more familiar with Toronto. If you have a 
18 pilot on an early morning flight, say, the 7:10 to Ottawa 
19 there would not be a regular airport bus leaving from 
ao| the Rogal York Hotel in time to get into Malton Airport 
71 an hour before flight time. The bus would leave at 


six o'clock and get to Malton at 6:40, which would be 
half an hour before flight time. The pilot could not 
take that bus and there would not be an earlier bus. 
Buses do not run for each flight. Therefore, in that 
circumstance, the pilot must incur the extra expense of 
taking a cab out or taking his own motor vehicle out, 
We will comment on the expenses incurred on 


the pilots coming out much mors’ reasonably to take his 


own car than it is to take a cab out to Malton. That is 
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the only way they can get there, 
MR, MARTYN: Take a forty-minutes call, This 


is what could happen: In those cases you do not even have 
time to call a cab; “You must have a car) 1fedtois a 
forty-minutes call, it takes you five minutes to get 
dressed and then you have 35 minutes to get there, That 


is the minimum time it takes to get to the cockpit, to 


i 


check on the aircraft; so even if I call a cab it could 
not get to my house, much less get to the airport. 

COMMISSIONER WALLS: There seems to be one 
question which may have a bearing in all this. Once you 
are employed at your headquarters of employement in a 
certain city, are you moved to any great extent to be 
located in other places? 

MR. MARTYN: Generally, no. You can be living 
in Montreal, It is a very complicated procedure, but 
generally people do not like to stay in one place. 

THE CHAIRMAN: Does the company provide any 
transportation to airports in buses? 

MR. MARTYN: If I came to Ottawa and was going 
to be here for ten or twelve hours, TCA would provide me 
with hotel and meals and transportation from the airport 
to the hotel. 

THE CHAIRMAN: In the normal manner, that is 
by a bus, I presume? 

MR, MARTYN: No, the usual travel is by taxi, 
when we are out like that. 

MR, McALPINE: That would not be at the home 
base, Mr. Martyn's case is that if he is in Ottawa TCA 


will look after his expenses the same as if Mr. Martyn 
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1 flies to Montreal and stays in Montreal overnight, TCA 


bus takes him downtown and his expenses are the normal 


y 

3 expenses and are reimbursed in the normal way. 

4 MR, MARTYN: When I do a run of a series of 
5 fiights and comphete them, I am given eleven hours and 
6 fifteen minutes to prepare for the next one. of that 
7 time, the fifteen minutes I am on duty, “wake time to 


shut down the aire®aft and Handle all the paperwork and 
get it laid out and pass it in, Then there is the other 
hour which is the hour I am to report prior to departure, 
to deal with flight time, checking weather, and ch8tking 
the aircraft. That means I am given ten hours free and 
clear. That means ten hours to rest up for the next 
series of flights, Of this time I am supposed to spend 
eight hours which are needed for sleep; then there are 
the other two hours for eating and for travelling to and 
from the airport. Other than taxi or car there is no 
other way to get that eight hours sleep out of the ten 
hours, if you live a normal distance from the airport. 

COMMISSIONER WALLS: That is one of the reasons 
why I asked the previous question. If you are located in 
one area and you take up this as your occupation, is 
there any reason why a pilot has not got the option of 
living close to the airport, just the same as many other 
citizens have to pick out a domicile close to their pace 
of employment? 

MR, MARTYN: Yes, I think you will concede that 
living near an airport is not a very favourable place to 


live, because of the noise factor. 


THE CHAIRMAN: It depends on how close you live 
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to it, 

MR. MARTYN: I think that outside three or 
four miles, most pilots would consider it. I would not 
want to live within four or five miles. 

THE CHAIRMAN: Let us put four or five miles as 
a reasonable distance and let us then see what is the 
reasonable way to get there, whether it is necessary to 
have a second car sitting in the garage in order to do it 
or use taxis. In my opinion a second car is a very nice 
thing to have, but to my way of thinking, it compares 
rather unfavourably with public transportation such as 
taxis. In my own family we do not have a second car and 
my wife uses taxis, but she, no matter how much shopping 
She does, she could not possibly spend as much money on 
taxis as would be spent on a second car, Similarly, 
living four or five miles from an airport, one would be 
away ahead using taxis rather than a second car, 

MR. MARTYN: But the way we are claiming, it 
works out that the car is the cheapest method. 

MR, McALPINE: Mr. Martyn lives 27 miles and 
if one takes ten cents a mile and 101 trips, that is 
$270,00, The round trip is 27 miles. 

COMMISSIONER WALLS: That would be thirteen and 
a half miles from the airport. 27 miles is the round 
trip. 

MR, McALPINE: Yes. We do not suggest claiming 
depreciation on the car, the after purchase expenses, the 
insurance and gas and so on, I do not know how it would 
be apportioned between personal and business use, If 


we have a wife taking a taxi and using .g&6 at home, I 
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Suppose it would increase the percentage of the business 
use of the car, It may be 100% business use, but if we 


take depreciation on the motor vehicle and insurance and 
So on, it would add up to a much higher figure than 
Ser. OO. 

THE CHAIRMAN: I feel that $270.00 does not 
take care of the full cost of a second car. It would be 
more than that. If that were all the car was used for 
and one were entitled to recover ten cents a mile, I 
think it would be a very stupid thing to buy a car. I 
would have the thought one would take a very heavy 
personal loss, It would be much more economical to use 
a taxi, even if it did cost $500.00, because a second 
car would cost more than $500.00 a year. 

MR, McALPINE: I think our claim would definitely 
be even larger, if we claimed a cab instead of the 
private vehicle. If we claimed a cab, it would probably 
be five dollars a trip, so you would have had $500.00, 
which is much more than the claim, 

Our position was that the Association wanted to 
be reasonable and not try to make an excessive claim, 

The Association was taking the cheapest and most efficien 
way. If you take a man who is close to Malton Airport, 
that would be an example to take. Mr. Martyn lived in 
Bathurst at the time of the appeal. Take a man at 
Etobicoke. Take Capt. McCrea, for example. If he wants 
to use public transportation to get to the aircraft, he 
has to go all the way down to the feyal York to get on 

a bus. It is just hopeless, If you come in from a 


flight at three o'clock in the morning you cannot get an 
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airport bus, to start with. I know you might get a 
limousine to take you home at three o*clock in the 
morning, but think of trying to get to the airport. This 
is the trouble, If you try to get a cab to come to your 
house and take you to the airport at that time in the 
morning. You could not do it as a reserve pilot and get 
down in time, If you have to phone for a car at three 
o'clock in the morning and have it sent out to Etobicoke 
to take a pilot to the airport, he would have to wait 
half an hour for the cab, 

MR, McCREA: Mr. Martyn is only six years with 
the company, in comparison with my eighteen years and 
probably he is not faced with this particular problem. 
You baked a question as to whether we moved around the 
country. It is desirable to get to Montreal and ‘Toronto, 
but you have to go wherever you are sent. I was based 
in Winnipeg in the initial period. After my turn came 
for promotion I went to Lethbridge for two years and when 
the base was closed down there I went to Calgary and was 
there for one year. In the case of promotion then I 
went to Vancouver. Then TCA took a great resurge in 
life and I was transferred to Moncton. Ten there was 
a man who did not pass in his course in Toronto and I 
went to Toronto and took promotion there, Tpat shows 
that it is a roving life over a period. 

COMMISSIONER WALLS: The question I was going 
to ask is that alternatively to solving your problem or 
trying to solve your problem by taxation, have you not 
used this point as a term of negotiation with your 


ber of precedents for it in 
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contracts today, with mine workers and woodworkers. It 
would seem to me that there issa great deal of merit in 
your case, but that it is rather a matter for your union 
negotiating gets and taking that into consideration as 

an added expense in your contract, rather than looking 
toward taxation to solve a circumstance that makes it 
rather difficult to draw a line between your circumstance 
and those of other citizens. 

MR. McCREA: We have endeavoured to negotiate 
with our company on that and have not been successful. 
It is a question of transportation and travelling 
allowances. Even though TCA may be a Government-owned 
concern, it is very efficient and is an economic carrier 
and they give us only what we can get by negotiation, 

We have been unsuccessful on that point. Mr. McAlpine 
believes we should be reasonably considered under the 
Act. 

MR, McALPINE: There is one point I would like 
to make in regard to the allowances. In the first 
draft of our brief we considered this as an alternative 
amendment, There is no exemption at the moment for an 
allowance. I think TCA would make an allowance to the 
pilots to cover home to airport expense and that would 
be taxable income. We have thought of suggesting a 
provision in the Act under which we could receive this 
type of allowance without tax on it. Our preference was 
to recommend that it be allowable expenditure. I think 
that the other way you may be doing something for us, 
but our position would be somewhat the same as that 


of a construction worker who gets an allowance for 
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1] ‘travelling from his home to the construction site, not 

2) to be taxed on it, because of the special section, although 
3 it will deprive the revenue of some money. 

4 THE CHAIRMAN: What you want is an amendment 

5| to the Act, making the deduction from airline pilots! 

6 Salaries for travelling expenses from home to airport. 

7 With what limit? Any limit? 

MR, McALPINE: We had some concern as to the 
best method of handling it, to authorize a regulation 
which would fix a flat amount, five or six hundred 
dollars a year, to put some restriction, to deal with a 
person who wants to live at Barrie to get to Malton. Take 
the man who lives in Toronto in the west end. That might 
be reasonable. Our feeling was that it should be an 
amendment to the Act rather than a regulation fixing a 
flat amount, that the allowance would be a reasonable 
amount necessarily incurred and the Department assessors 
could look after this and see that no one got any excessive 
deduction, 

THE CHAIRMAN: I understand your point. 

MR, McALPINE: If you are four or five miles 
from the airport. Toronto may be a good example to take. 
However, it may happen that you are living at Etobicoke, 
which happens to be nearer the airport, but happens to 
be one of the most expensive places to live. In the 
case of cases like Edmonton they are looking forward to 
considerable expansion in their city and they have the 
airport 22 miles from the centre of the town. Between 
the actual town limits and the airport there is virtually 


nothing. The pilot there would have to incur this 
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expense to get to the airport --- unless he wants to 
live on a farm. 


COMMISSIONER WALLS: On the other hand, in 
Winnipeg you have the opportunity of living within two or 
three miles of the airport. 

MR. McCREA: That is why it should be controlled 
expenditure. 

MR. MARTYN: That does not cover them all. As 


has been said, in most cases two cars are necessary. I 


think it is mostly the reserve pilots who have the 
difficulty and there I think it is absolutely mandatory. 

THE CHAIRMAN: The Act might specify that 
reserve pilots' cars would get the allowance, 

MR, McALPINE: We have some difficulty with 
the blockholders. It is not as clear. The blockholder 
has regular hours every day, but the blockholder has the 
Same trouble in getting to the airport at three o'clock 
in the morning, 

There are two examples which I might mention 
in the case of the pilots on the "Swamp". I do not know 
if there is anyone here from the east. They speak of 
everything "in the swamp" --- which means the Maritimes. 
We have two cases, the Maritimes and the Vancouver 
weather conditions, where the blockholder is subject to 
extreme variations in times he reports and gets away 
from the airport. The weather creates all sorts of 
disturbances, It is not so bad in Winnipeg. The block- 
holder has extreme difficulties in the Maritimes and in 


Vancouver, 


MR, MARTYN: There is another point about the 
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blockholder. If the blockholder is not available, TCA 
has to cover the flight with a reserve pilot. The company 


knows that they have people who have to get to their 
destinations and regardless of what happens you have to 
get out there and take a flight. Mr. MeCrea may be 
sitting at home and have a number of guests at a dinner 
party. TCA can call up and say: "We have a flight to 
Winnipeg in half an hour, there is no one else, we will 
have to ask you to take it." The blockholder does have 
to cover a lot of unusual instances where a second car is 
necessary. 

MR, McALPINE: I would like to ask Capt. McCrea 
is there much experience of the blockholder placing him- 
self on call in making up the 25 hours? 

MR, McCREA: We have the antag divided, you 
might say, into two parts, the money people and the time- 
off people. The money people have the larger group and 
they try to get all the money they can, They want to 
fiy as much as possible. That was one of the causes 
given in the case of accidents in the United States, 

They were trying to crowd on this 85 hours. In Canada 
we have greater discipline in our flying. You may have 
the urge to make money, but you would lose your job by 
breaking regulations and so on, The majority try to get 
85 hours. The blockholders do 72 and 73 hours, mt as 
you said, I think it is the reserve men who need 
consideration. If any consideration is to be given to 
anyone, it should go to the reserve men, 

COMMISSIONER MILNE: I should like to ask one 


question on this point. The Chairman has pointed out 
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that the situation is considerably aggrevated by the 
reserve pilots, Nevertheless, this submission is not 


just for the reserve pilots? 

MR, MCALPINE: No, we feel that if there were 
a controlled provision in the Act, it would cover such 
things as meal allowances and transportation. They have 
the right to call and say: "Where are you?" They have 
the pay sheets and time sheets and they know where you 


are any day of the hour or month. Then, if the man was 


not regular, in the case of a blockholder, he would have 
a claim, But the reserve man would have a claim in all 


cases, as the majority of his journeys would be subject t 


COMMISSIONER GRANT: Mr. McAlpine, to give 
effect to the submission by changing The Income Tax Act — 
would you consider that this should be applicable to 
employees of all common carriers? 

MR, McALPINE: We discussed this in some measur 
when preparing the brief. We discussed the question that 
everyone has to get from home to office and from office 
to home, and the expenditure incurred. I have in mind 
the brief put in by the Association of University Teachers, 
who said that employees should be treated as professional 
people, because they are carrying on business, even 
though they are employees. We debated whether to say 
we were a special case or that everyone should get it. 
Our conclusion was that we had special problems, because 
of the hours of reporting, the lack of cheap public 
transportation and that any amendment of the Act, as far 


as we were concerned, would cover the airline pilots, 
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We do not feel that it is like the railway employee or the 


employee of the steamship company. 

COMMISSIONER GRANT: You do not think that this 
would apply to Canadian National or Canadian Pacific, 
which have reserved train crews, subject to call in 
certain circumstances similar to what you have in the 
case of pilots for TCA, that they would have a strong 
case for similar treatment? 

MR. McALPINE: If they are on reserve and must 
report at all hours, I would agree that they are entitled 
to the same treatment, 

MR, MCCREA: They would have greater difficulty 
in proving their case. The usual journey they have to 
make is in towards the centre of the town. In our case 
we are heading out into the wilderness. 

COMMISSIONER GRANT: I thought that the trend 
was toward suburban living. 

MR, McCREA: All those people want to get down- 
town, In the case of our pilot he would be going in the 
opposite direction. 

COMMISSIONER GRANT: He may prefer to live in 
the suburbs, 

MR, McCREA: The transportation system is 
usually designed to take people in to the centre of the 
city from their homes and back again and there is very 
little suburban transport operating beyond the city 
limits. 

THE CHAIRMAN: Your distances are probably 
greater. 


MR McALPINE: You might have a railway man in 
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a Toronto marshalling yard north of Agincourt and have 
the marshalling yard in If you have 
railroads getting marshalling yards in other points, they 
would have the same difficulty as we have in the case of 
the men getting there. 

COMMISSIONER PERRY: I wonder if there are 
other groups, not connected with transportation, who 
might be under similar calls. Take the case of policemen 
or firemen, There is no reason whatever why you should 
know anything about these people, but I wonder whether in 
fact you do know. 

MR, McCREA: I feel that the fireman is on 
routine call. They are on call if there is a major 
outbreak, I feel they would come under the same consideral- 
tion then as that for which we are asking. 

MR, McALPINE: We have no knowledge of what 
they are getting under the Act, but we assume they are 
not getting anything. 

THE CHAIRMAN: No. Shall we move to uniforms 
now? 

MR, MARTYN: In regard to uniforms, Mr. McAlpin 
will address you. I have brought specimens of uniforms 
with me, 

MR, McALPINE: I have three additional exhibits 
to file. 

THE SECRETARY: Do you wish to enter these into 
the record as exhibits? 

MR. McALPINE: Yes. I label these as Appendix 
F, Appendix G and Appendix H, In the brief dealing with 


uniforms I gave the Department ruling which we received. 
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——_ 
1| That Department ruling referred to the South African degen 
2 and as this is a legal presentation I thought that the 
3 South African case would not really be relevant under 
4) cur Act, so I labelled it Appendix E. That is the reason 
5 why I have labelled these F, G and H. 

6 THE SECRETARY: I would like to enter into the 
7 record now Appendix F as Exhibit 218, Appendix G as 
8 Exhibit 219 and Appendix H as Exhibit 220, 
9 
10 ~--EXHIBIT NO, 218: Appendix+F, 
Appendix G, 

11 Appendix H. 

12 

13 

14 || 

15 

16 MRL EMCALPINE? “One page 7,08 the ppiety ihrerer 

7 to the Department ruling on this type of expenditure, 

18 that the expenditures are capital outlays. The South 

19 African case involved Supreme Court lawyers there on this 
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point. The Supreme Court said it was not subject to 


capital expenditure. 

THE CHAIRMAN: Subject to capital cost allowance 

MR. McALPINE: They do not get capital cost 
allowance in South Africa, Our case in Canada brought in 
artists and musicians who have been able to get a special 
capital cost allowance on their costumes, 

I have mentioned that the only reason for the 
numbering was that in the case of this South African 
case it was copies as Appendix E. Could I correct the 


mathematical error on page 15 of the brief. In the 
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column for the pilots' share, the figures should be: 


Tunic and trousers $40.00 
Extra trousers $10.00 
‘Six shirts $30.00 
One pair shoes $20.00 
One tie 6. 750 
Six pair socks $:59,,00 
One topcoat $30.00 
Total $140.50 


The total is correct. As mentioned in our 


submission, pilots' employment is governed by the basic 
agreement between the Association and the particular air- 
line. That occupies a number of pages. Then in addition 
there are rules of procedure. For example, I have here a 
TCA operating manual, which covers many points. Then 
there are flight schedule rules which are issued in the 
form of a bulletin. Every schedule of rules gives a. lot 
of details as to how a pilot must report to work. I do 
not think those are relevant here. JI have filed extracts 
from the employment contract, namely the union agreement 
between the Canadian Pacific and the Association, as 
Appendix H, and that between TCA and the Asscoiattron as 
Appendix G. Then as Appendix F I have given the extract 
from the operation:manual of the TCA, which deals with 
the uniform supplies that a pilot must have. Perhaps 
Me. Martyn would carry on and describe the uniform and 
what is involved. 

MR, MARTYN: I have the items about which we 
are claiming and I have brought then Jitiée to describe 


them, This is a topcoat (Indicating). It is the sort of 
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coat that you could wear with a suit or anything else, 
However, in our business, most of our people who are 
associated with me, and many of my friends are associate 

with TCA, would spot that TCA overcoat four blocks away 
if I were wearing it. 

The next item is one that I do not think there 
any dispute about. It is this (Jacket is produced). I 
do not think anyone could go to a party ina jacket like 
this. 

THE CHAIRMAN: It is very good looking, indeed. 

MR, MARTYN: We bear the total cost of the 
overcoat, Of the uniform, we bear half the cost, except 
for braid and buttons, which the company bears completely. 
The hat the company supplies. The tie is a uniform tie 
which I do not think you can deal with. It can be worn 
with a general business suit. The socks are regular 
black socks, Normally we like a little colour. The 
pants are regular uniform pants. (Items produced) The 
shirt, however, is considerably different. We do not 
wear jackets in hot weather in the Summertime and these 
shirts are made with tabs which we wear. The pockets 
are on the larger side so that we can hold flight materia 
inthem, You can see that one would not normally wear a 
shirt like that with a regular suit, thotigh one could do 
so, I suppose. 

THE CHAIRMAN: I would have no objection. 

MR. MARTYN: The shoes are Air Force type, whic 
is the regulation shoe. 

MR, McALPINE: In Appendix F we show how this 


is covered. It is specified that the items are ordered 
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through Flight Operations Headquarters, but the shirts 

are acquired from TCA stores. You will notice on the 

last page of Appendix F that it says, under "Appearance" +- 
"neat and dry-cleaned at regular intervals," 

The figure which is given in page 15 of the 
brief represents an average annual consumption. The 
topcoat lasts three years, so we divided the $60.00 into 
two items of $30.00 for the annual expenditure. We 
also have some supplies involved in addition to the 
uniform, These are covered in Appendix F, and on each of 
them Mr. McCrea can comment. 

MR, McCREA: We left out a number of things 
which could be worn at all times. We are required to 
have these particular items. There is mention of over- 
shoes, I would not wear them, but most have overshoes, 
They are to be regular, biaeck, cloth top, zipper front 
galoshes, like the Air Force zippers which are regulation 
in TCA. The piiot must have a regulation scarf and 
regulation gloves. We have not included these in the 
cost summary, because they are things which can be 
converted to use other than on the airline, 

Also once in your lifetime you get a briefcase. 
If they get on one of the heat ducts they curl up. We 
feel that about three years one should get another one, 
You must have a really good flashlight available in your 
briefcase. Ordinarily you are bringing down the wheels 
mechanically and that is fine, but if you have to do it 
manually you have to take up the floor boards and it is 
quite a job. This is supplied by the pilots themselves, 


Then there is the case of earphones. Had I 
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1] worn earphones of my own purchase at $25.00 or $35.00, 

2] t would not be suffering from Norstad ears, My left ear 
3 is pretty well gone, but my right one is fine. One does 
4|| not mind the engine, it is a wonderful engine and 

5 extremely reliable, but many of the pilots do find they 

6 wish to have their own earphones. The companies say that 
7| is fine, that it is up to us. 

8 Possibly these are trivial things, but they 

g| are things upon which we must spend money. 

10 There are also the maps. It is all Padio 
navigation now, so it is a question of suit yourself. 

12 We normally carry maps and these cost quite a lot. We 

13| have topographical maps. But there may be occasions 

14 where #ife radio reception is not so good and one may want 
15 to get down to a pinpoint. 

In regard to the briefcase itself, it is supplied 
17 by the pilot. If it is not in good shape and not 
respectable, you are spoken to and you have to buy anothe 
19 One. There is a bit of military air about the life, but 


you provide these things out of your own pocket. As to 


20 

91| the total of $140.00 given in the brief, there is 

92|| Probably another $40.00 which we have not added and 

23 which comes out of the pilot's pocket. 

24 THE CHAIRMAN: Thank you, 

5 MR. McALPINE: I have a great deal of difficult 
26 myself with some parts of what you are putting forth, and 
27 not with others, I can quite accept those things which 
28 are tools of the trade and whith you buy, as a matter of 
29 principle and perhaps not as a matter of coming under 


the Act. I can accept the principle very easily, where 
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you need a flashlight and you need a computer and so on, 
However, as to one's clothes, which are a substitute for 
what everybody else wears all the time, it seems to me 
that those are part of the cost of living, even though 
they may not be very appropriate or may be different 
clothes, By convention, we all wear clothes. If you 
care to make the case by convention we do not wear 
clothes, but you are compelled to do so, you may have a 
point. But because you wear different clothes I find it 
extremely difficult to see any justification for that. 
It is just the same as the professorstargue in regard 

to the need for .gowss. I can remember in the past lots of 
things being said about the advantages of gowns, that 
they protectwone's clothes. I am sure that there is ho 
economic loss because of uniforms, gowns, or the cost of 
clothes, if you are wearing a suit out of the office, 
Therefore, the reason for that escapes me, bul the 
reason for the tools of trade does not. 

MR, MCALPINE: In regard to uniforms, on the 
basic issue, where there is expenditure, one might talk 
about people who have to have costumes in which to appear 
on a stage. A person might argue that if they are 
wearing a costume for a couple of hours every night, of 
course they are not wearing their own clothes, so the 
clothes should last longer. However, if one is engaged 
in business as a professional entertainer and not as an 
employee, there are cases in which that type of 
expenditure is allowed as an expenditure of the business. 
Our position is that simply because an employee does not 


change his essential character, that this expenditure is 
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for the purpose of earning the income, it has no personal 


use whatsoever, It is made for use during the hours of 
employement, in the performance of the duties, just as 
much as the tools are used. 

it is true that if he were wearing his uniform 
for eight hours, he would not be wearing his clothes and 
I suppose his ordinary clothes ought to last twhee as 
long. That is a theoretical argument. In practice that 
does not happen. There is an extra expense there, I think 
I suppose they are not any more expensive than an ordinar 
suit of clothes, but they are prescribed by the employer. 
My submission is that the employer should be treated in 
this type of situation in the same manner as a person 
carrying on a business, that there is no reason why that 
should not occur, where the employer requires him to 
provide these things. 

THE CHAIRMAN: Then do you think your client 
suffers a financial disadvantage because he wears 
uniforms as against those who wear ordinary clothes? 

MR, McALPINE: I am almost tempted to fargo 
over to the economist. 

THE CHAIRMAN: You are tempted to say no. 

MR. McALPINE: I do not know whether the 
financial disadvantage is so significant. Perhaps I 
could get back to the person carrying on business, first 
as a professional performer, Let me take the case of 
an operatic singer performing in Othello. He has to 
have a particular costume for that. As a professional, 
he can deduct that. I do not think they look for 


financial advantage, it is a business expenditure on that 
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business. Here it is a special uniform. It is not the 


pilot's choice, but the employer's choice. The employer 
wants the pilot to be dressed in this way. He says you 
have to have this, and it is part of the intrinsic per- 
formance of his job. 

THE CHAIRMAN: I suppose the pilots are not 
against this, They look rather nice in uniform, 

COMMISSIONER GRANT: The employer makes a 
concession to the pilot for the requirement ¢@ putting him 
in; the uniform, does he not. The schedule shows that th 
pilot has not to pay the full cost. 

MR, McALPINE: That is right. The company pays 
part of it. In regard to the trousers, the companys 
bears 50%, in the case of the hat the company bears 
100%, in the case of the hat badge and the wings the 
company bears 100%, in the case of the shirt and tie the 
pilot bears 100%. Then there are some cases where the 
company bears half the cost. 

THE CHAIRMAN: Therefore, I should have raised 
my previous question not as to disadvantage but as to 
advantage. However, I can cover that now, 

COMMISSIONER MILNE: This is really not too 
difficult, Mr. McCrea did mention that in remuneration 
you are fairly high in income. Quite apart from the 
United is alata receive more, 

MR, McCREA: With the reservation of short 
working life. 

COMMISSIONER MILNE: I am sure the Chairman 


would back me up that in many chartered accountants! 
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1| offices there is a certain standard as to how studertermus 
2 be dressed, and they are not on Sige high financial pay 
3|Seates It is true that it is not different clothing and 
4 possibly  NasSiawie a longer period of wear. 

& 
| aie 
6 sides I am sure that in their particular field of 
7 activity the reason they must be well-dressed is because 
8 they -attendw.ato a variety of clietts' offices and they 
9 must at all times appear well-dressed in the eyes of the 
10 public, On the other hand if one were doing accounting 
11 jobs in one office one might wear a shirt without a 
12 jacket. I believe there is a distinction here, 
13 MR, McCREA: I quite agree on the point that 
14 the chartered accountant in the training stage is 
15 training, as a pilot did, for a fairly remunerative 
16 occupation when he gets to TCA. However, the accountant 
17 goes on up to 65 or even longer, whereas we are chopped 


off at 40 or 42, or perhaps earlier, 

THE CHAIRMAN: Take the case of a person who 
is just short of 65. I am wearing a suit, while you are 
wearing uniforms, I cannot see the difference, 

MR. McALPINE: Taking the lawyer's profession, 
I cannot deduct the cost of an ordinary suit that I use 
daily. The cost of my gown I hope I can deduct. 

THE CHAIRMAN: That is something we must look 
into, 

MR, McALPINE: We trtted t® get the rule in 
other jurisdictions. In the United Kingdom they get a 
flat allowance of thirty pounds a year. We checked with 


the Americans, but they do not want to become involved as 
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they are assessed on a regional basis rather than on a 


national basis, 

THE CHAIRMAN: You mean they can argue about it 
in each particular region and that each can have some- 
thing different? 

MR, MCALPINE: Yes, 

COMMISSIONER WALLS: While they get this grant 
in the United Kingdom, is it not the case that the pilot 
pays entirely for his uniform in the United Kingdom? 

MR, MARTYN: That would depend. We have He 
figures for them. It would depend on the compay. I 
imagine that BOAC would bear a portion of the cost. 

MR, McCREA: We say that BOAC pays pilots for 
prestige rather than cash, 

MR, McALPINE: They get 17 pounds in England 
as an allowance for the cost of upkeep of uniforms and 
replacement which is not supplied by the company. The 
17 pounds a year is just a rough and ready amount, 

THE CHAIRMAN: That is a tax deduction? 

MR, McALPINE: That is right. 

MR. MARTYN: I could compare the uniform in Mr. 
McAlpine's case. He has a choice, in the suit of materia 
as to what he will wear, In our case we have no choice, 
We have to wear this item. I think we are robbed when we 
buy them. As regards this item, if I get a year out of 
it I am extremely lucky. I have never got a year yet, 

An officer in the RCAF is forced to buy a uniform. 

THE CHAIRMAN: I think you have point there, 

even if you are better dressed than Mr. McAlpine. 


MR, McALPINE: I think our basic submission on 
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uniform and tools is an amendment of the Act which would 


permit as a deduction in computing income from employment, 
expenditures, I would not use the word "necessarily", but 
"reasonably" incurred inethe performance of duties, It 
may be expenditure on uniform or tools or maps or things 
of that kind, not only that apply to pilots but to anyone 
who had to incur expenditures in the performance of 

duty. That would put the employed person to some extent 
on the same basis as the self-employed person, 

THE CHAIRMAN: If you are going to do that, you 
would have to micheeas the application. I suspect, 
because we have had a great many representations on that 
particular point. It would really take your people out o 
3 oeeiat category, I think, and put them into the genera 
category, in which your clients say that the employed 
* people are at a greater disadvantage than people with 
their own businesses or professions. 

MR, McALPINE: So far as uniforms are concerned 
the pilots are not unique, as they are in the case of the 
claim for travelling expenses, We are not any different 
from those who are required by the terms of --- 

THE CHAIRMAN: We understand this very well. 

We will continue to consider it, 

This is a very well prepared submission and I 

do not think there is any further question we can ask. 
It seems to me you have given us a complete submission. 
Thank you very much for coming today to assist us in our 
Jen. 

THE SECRETARY: Mr. Chairman; I have two briefs 


also to enter into the record, We received a brief from 
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the Grand Orange Lodge of British America which JI file as 
Exhibit 216, That was received on September 24, On fe 
September 12 we received a brief from Mr. Geoffrey Shaw 
of St. John's, Newfoundland, which I would like to enter 


as Exhibit 217. That is all, Mr. Chairman. 


---EXHIBIT NO, 216: Submission of the Grand Orange 
Lodge of British America, 


---EXHIBIT NO, 217: Submission of Mr, Geoffrey 
Shaw. 


---Whereupon the hearing was adjourned. 
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